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ANOTHER WAY RCA 
SERVES BUSINESS 
THROUGH 
ELECTRONICS 


RCA Electronics creates the ‘‘S5O1’’ to streamline the paper work 
of business—it reads, writes, figures and remembers on tape 


Much of today’s traffic jam in paper 
work is being eliminated by electronic 
data processing. But to build a system 
that would be practical and economical 
for even medium-sized organizations 
was a job for electronic specialists. 
To solve the problem, RCA drew on 
its broad experience in building com- 
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puters for military applications and 
combed its many laboratories for the 
latest electronic advances that could 
help. The result was the RCA “501” 
high-speed electronic data processing 
system -the most compact, flexible, and 
economical ever built. It is a pioneer sys- 
tem with all-transistor construction for 
business use. 

The “501” cuts out paper work bottle- 
necks for many government agencies 
and businesses, from stock brokerage 
firms to public utilities, banks, insurance 


companies, and steel mills. 


It “remembers” millions of letters, 
numbers, and symbols that are “read” 
onto its magnetic tapes by such things 
as punch cards and paper tapes. In a 
fraction of a second, it can do thousands 
of calculating, sorting, and comparing 
operations—and checks each step 
Finally, it writes such things as bills, re- 
ports, payrolls in plain English at 72,000 
characters per minute. 

This economical and practical answer 
to an acute business problem is another 
way RCA Electronics is helping to sim- 


plify the growing complexity of business 
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BELL SYSTEM TEAMWORK IS A VITAL FACTOR 
IN EFFICIENT, ECONOMICAL TELEPHONE SERVICE 


Direct Distance Dialing is an example of the 


value of unified research, manufacture and operations 


‘tow are great advantages to the 
public and the nation in the way the 
Bell System is set up to provide tele- 
phone service. It is a very simple 
form of organization, with four 
essential parts. 


Bell ‘lelephone Laboratories does 
the research. 

The Western Electric Company 
is the Bell System unit which does 
manufacturing, handles supply, and 
installs central office equipment. 


Twenty-one Bell Telephone oper- 
ating companies provide service 
within their respective territories. 


The American Telephone and 
Telegraph Company co-ordinates 
the whole enterprise and furnishes 
nationwide service over Long Dis- 
tance lines. 

Each is experienced and efficient 
in its own field. But the particular 
value of each is greatly extended be- 
cause all four parts are in one organ- 
ization and work together asa team. 


Direct Distance Dialing—one of 
the greatest advances in the speed 
and convenience of telephone serv- 
ice—is an example of the value of 
this unified setup. 


\lready more than 8,000,000 tele- 
phone customers in more than 700 
localities can dial direct to as many 
as 46,000,000 telephones throughout 
the country. Each month there are 


BELL TELEPHONE SYSTEM 











EXAMPLE OF TEAMWORK. At left is new fast-moving switch (actual size) used in Direct 
Distance Dialing. Many of them go into action automatically every time you dial. Enclosed 
in gas-filled glass tubes to assure perfect contacts. Made to last 40 years. The result of 
Bell Telephone Laboratories and Western Electric working together to get the best and most 
economical design. At right is remarkable new machine, designed by Western Electric, 
which automatically assembles 360 switches an hour at a very small cost. 


more. Millions of others can dial 
direct over shorter out-of-town dis- 
tances. Calls as far as 3000 miles 
away go through in seconds. 


All of this didn’t just happen. It 
called for years of intensive planning, 
the invention of wholly new ma- 
chines and equipment, and the de- 
velopment of new operating and 
accounting techniques. 


Research alone couldn't have done 
it. Neither manufacturing nor 
operations separately could have 


done it. And just money couldn't 
have done it, although it takes 
money and a lot of it for telephone 
improvement. 


The simple truth is that it could 
never have been done so quickly and 
so economically without the unified 
setup of the Bell System. 


For many a year it has given dy- 
namic drive and direction to the 
business and provided the most and 
the best telephone service in the 
world. 
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Business 


The Trend of Events 


STEEL CRISIS TO LAND IN HANDS OF CONGRESS... 
The steel strike has had a profound effect on the 
economy during the last few months. Little headway 
has been made towards a settlement. At this late 
date, it is doubtful whether upholding the Taft- 
Hartley injunction will be sufficiently effective, as 
steel production would be restored for only an 80-day 
period — and would not assure labor peace. It would 
merely give additional time in which collective 
bargaining can seek a settlement. And such a settle- 
ment seems far off. 





Under these circumstances, the labor crisis in 
steel seems likely to land in the lap of Congress. It 
will arrive at this destination, if the parties are un- 
able to reach an agreement 


hausted. The union will be free to strike again and 
to paralyze the entire economy within a very short 
time. 

By the time that Congress convenes in January, 
the problems raised by the threat of a resumption 
of the steel strike will be a matter of great legisla- 
tive urgency. It is likely that the President’s message 
to Congress will spell this problem out, and will state 
clearly that new legislation is quickly needed to cope 
with strikes that endanger the nation. Industry and 
labor, he will say, cannot be allowed to carry such 
struggles to the point where the entire country suf- 
fers irreparable damage. 

What this means is that 





during the 80 day “cooling 
off” period prescribed by the 


We call the attention of the reader to 


Congress may be asked to 
add a new section to the Taft- 


Taft-Hartley Act in the case 
of strikes which threaten na- 
tional safety. 

For if the Taft-Hartley in- 
junction is lifted under the 
law, and expires sometime in 
January, the resources of 
that Act will have been ex- 





our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
lyst. This department presents a valu- 
able market analysis of importance to 
investors and business men. To keep 
abreast of the forces that may shape 
tomorrow’s markets, don’t miss this 
regular feature. 








Hartley Act; a section that 
would require compulsory ar- 
bitration in basic industries 
when collective bargaining 
fails. 

Such a solution would be 
strongly opposed by most in- 
dustrial companies, because 
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it would mean a general loss of freedom not only 
in bargaining but possibly also in prices. 

As an alternative solution of this pressing prob- 
lem, the suggestion is being strongly sponsored that, 
the Taft-Hartley Act must be amended to place 
unions under the control of the anti-trust laws. It 
will be remembered that the Wagner Act (amended 
by the Taft-Hartley Act in some respects) specifical- 
ly exempted unions from the anti-trust laws. 

Now the point has been reached where national 
unions have grown to such enormous power that 
industry, even when organized on a united front 
basis, as in steel, cannot arrive at a non-inflationary 
settlement. New laws are needed which will trim 
the privileges of the unions. 

They should be denied their present right to bar- 
gain on an industrywide basis. Such a move would 
place equal responsibility on employers not to bar- 
gain on an industrywide basis. 

The net effect of such a law would be to place re- 
strictions on the bargaining power of giant mono- 
poly unions, just as the antitrust laws make it il- 
legal for corporations to band together to fix prices 
or divide up markets. 

The steel companies are not happy about the 
choice that they have had to make. They would 
vastly have preferred to make a voluntary, non- 
inflationary settlement with the steel union, than 
to see this big issue fall into the hands of Congress. 
Once Congress begins to hold hearings and draft 
laws dealing with basic freedoms of business and 
labor, it is not easy to predict the outcome. But the 
steel industry, watching with increasing uneasiness 
the growing power and arrogance of the steel union, 
has decided that it would be preferable to run 
the risks of legislation, rather than to accept the 
exceedingly inflationary terms laid down by the 
steel union on a “this is it” basis. 

The steel industry, it must be remembered, offered 

to submit to voluntary arbitration the key question 
of changes in work rules. The industry feels that 
Section 2B of the old contract, which limits changes 
in work rules, is an obstacle to improvements in ef- 
ficiency. 
But the union has refused to allow this 
issue to go to arbitration, and has insisted on 
gains in wages and benefits which could not be 
matched by any offsetting gain in productivity, 
judging by records of the Department of Labor 
covering recent years. 

If a settlement is not reached in steel when the 
Taft-Hartley injunction expires in January, then it 
is certain that the union will call the workers out 
again. It is not easy to obtain remedial legislation 
quickly from Congress. 

Hence it is possible that weeks would go by in 
which industrial production in many lines would 
come to a halt. Chaos and uncertainty would re- 
place orderly growth and confidence. 

There is the possibility, of course, that President 
Eisenhower would use the power of his office to ask 
the parties to submit their cases to voluntary arbi- 
tration. The President, however, has refused to do 
this thus far, and he seems extremely unwilling 
to use any measures which are not expressly pro- 
vided for in the law. 

Faced with the threat of new laws which would 
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trim their strength, the unions, swollen with power, 
may begin to bargain more sensibly. When the steel 
union, for example, begins to sense the spirit of Con- 
gress, it will begin to realize how badly it has over- 
played its hand in its bargaining demands. 

The country, however, is apparently going to have 
to go through some weeks of uneasiness and uncer- 
tainty, while the steel industry continues to hold the 
line against inflation, and the steel union continues 
to insist that industry must surrender and meekly 
accept its terms. 

In this continuing struggle, the good wishes and 
support of the country should go to the leaders of 
the steel industry, who are battling not merely for 
a new labor contract, but to stop the inflationary 
forces which have been sapping the nation’s 
strength. 

The steel industry has paid a heavy price for its 
efforts to stop inflation. The earnings reports for 
the third quarter have shown that major steel com- 
panies lost more money during this period than they 
ever did before, even during the depression of the 
1930s. Steel users’ earnings were also affected in the 
third quarter, and they will be hit hard in the current 
quarter by steel shortages. If the strike is renewed 
by the steel union in January, a further heavy price 
will be paid, in unemployment and reduced industrial 
and railroad earnings. 

But financial events at home and abroad during 
the last year have shown that this basic struggle 
against inflation could not be postponed any longer. 
The adverse balance of trade, the potential weak- 
ening of the dollar, the flight of investment capital 
overseas — these were danger signals which should 
have told the United Steel Workers that the time 
had long passed when a giant union could arrogantly 
press for inflationary wage gains. 

It will be up to Congress to consider sound cor- 
rectives that curb union abuses, without restricting 
the rights of employers to price their products fairly 
in the market place. 


THE DESTRUCTIVE CHARACTER OF CASTRO’S GOVERN- 
MENT... Business is gloomy regarding the outlook 
in Cuba—where confiscation is a definite part of the 
government’s program, and is destroying values, 
impoverishing the people and creating such tremen- 
dous confusion; so that even foodstuffs are becoming 
searce and high-priced, and no one knows where 
they stand. 

One by one, the various industries are being taken 
over. The lands of the sugar, tobacco and other 
native industries have been expropriated without 
compensation. And now the Cuban government has 
approved a law that, according to the mining indus- 
try, will deprive the present owners of most of the 
mineral and petroleum on the Island. 

While a great portion of major industry is Ameri- 
can owned and operated, most of Cuba is covered by 
mineral and petroleum claims chiefly in the hands 
of small owners. And since the new law requires 
that development work begin within 60 days or 
claims are forfeit, the problems seem insoluble and 
the disaster enormous. 

Moa Bay Mining Company, a subsidiary of Free- 
port Sulphur Company, with some 3,000 hectares 
(7,500 acres) in in Oriente (Please turn to page 208) 
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Mh YI Soe JL! 


by Charles Benedict 


WE HAVE A RIGHT TO EXPECT 
JUDICIOUS DECISIONS FROM THE SUPREME COURT 


wonder whether the highest judicial body in the 

land is aware of how it shocked the sensibilities 
of our citizens when it turned down the government’s 
plea for immediate action on the Taft-Hartley in- 
junction, in favor of a hearing on the constitution- 
ality of the Act, as demanded by the Steel Union? 

What made such a decision inconceivable was that 
in doing so, the Supreme Court by-passed President 
Eisenhower’s assertion that the nation had already 
been imperiled by the strike in many directions, and 
ignored his plea that therefore our workers should 
be called back to their jobs 


a full-scale hearing on the merits of the constitution- 
ality issue, there will now be interminable argu- 
ments and briefs by both sides which may go on 
and on with deliberations on which no time limit 
is set, except at the discretion of the court. 

This is the situation we are obliged to face at this 
crucial time in our affairs — a strike to which the 
rank and file members of the union were overwhelm- 
ingly opposed, and in which the steel workers have 
lost somewhere near a billion dollars in wages, and 
the Federal government well over a billion dollars 

in taxes, 





immediately, as provided 


by the Taft-Hartley Law. pampering nse 
In fact, it caught most of ( —™~= 
us by surprise, that the ' 


a. 


The issue is not over 
wages, which are already 
being paid at $3.10 per 
hour, the highest of any in- 






Supreme Court chose to ra . dustry in the world—but 
push aside practical econ- WeLL PROVE over “featherbedding” — 
omic and defense conside- tis aor oe which is not related to so- 
rations . . . and further called automation, but to 





shut-downs, with close to a 
million people already out 
of work, with the resultant 
economic distress — to ac- 
cept a shrewd lawyer’s plea 
on an argument that ap- 
pears to have been raised 
by the Steel Union merely 
for the purpose of delaying 
action on the injunction, — 
with some of our most 
astute legal minds express- 
ing the belief that there is 
no serious question involv- 
ed about the constitution- — 


~* ~~ 
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ality and validity of the in- e, o 


junction provisions of the 
Taft-Hartley Act. 

The union built its case 
on an_ interpretation of 
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Everybody ay to Moat the Economic Challenge? 





the number of men that will 
be assigned to perform a 
given job at any given time. 

In a word, what has held 
up the settlement is prim- 
arily management seeking 
the right to manage — to 
produce and maintain ef- 
ficient operations — that 
would bring about a better 
wage-price relationship. As 
matters stand, the products 
of our steel industry are 
=a already selling so high, 

SS ~ that they are unable to 
meet foreign competition 
currently ! 

At the moment, our econ- 
omy is at a standstill. and 
further delays will only in- 
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two points... (1) on the 

conventional interpretation of “national health” 
meaning food shortages — impairment of hospital 
and medical care — lack of heating — etc., instead 
of the economic well being of the country, which the 
broad scope of this term truly implies... and (2) 
on the point of “national safety”, in which they 
declare the lag in defense due to the shortage of 


steel does not constitute a danger to our national 
safety. 
Altogether, the union’s argument is outdated and 


outmoded in the light of today’s complex domestic 
economy and the turbulent world in which we are 
living. 

But since the Supreme Court has decided to hold 
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crease our problems and ex- 
tend the duration of our dislocations. 

If the Supreme Court does not recognize this 
situation and contents itself with deciding on tech- 
nicalities presented by union leaders lusting for 
nower over the citizens of our country and over our 
cconomy — then this country is indeed in a serious 
plight. And certainly the matter will not end there 
The people will want to know whether common 
sense rather than legal technicalities is to prevail 
in our Supreme Court — and whether our laws are 
so constituted that any individual or group of in- 
dividuals can force the people and our government 
to their will. And will want to do something about it! 
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Investors Should Emphasize Selectivity 


We suggest retention of long term investment position in good stocks purchased at advant- 
ageous levels on the expectation of better business if satisfactory strike settlements are 
made, as well as the likelihood of further inflationary pressures. However, interim uncer- 
tainties call for caution as regards new buying and for realistic emphasis on values in port- 


folio management. 


by A. T. Miller 


Ir is now three months since the industrial 
stock list recorded its 1959 high, nearly four months 
for the rail average, close to eight months for utili- 
ties. If this is a bull-market interlude, it is an un- 
usually long one — but trend interpretation and 
forecasting efforts are complicated by the disrup- 
tions and uncertanties stemming from the longest 
steel strike in our history and also by the threat 
of serious further labor troubles ahead. 

Under the circumstances, market performance 
over the last six weeks, following the considerable 
decline to the September 22 lows, and also over the 


MEASURING MARKET SUPPORT 
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DEMAND FOR STOCKS 
As Indicated by Transactions 
at Rising Prices 


SUPPLY OF STOCKS 
Indicated by Transactions 
at Declining Prices 
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past fortnight, has been fairly good. The end of last 
week left the Dow industrial average at a new au- 
tumn rally level, partly due to a technical rebound in 
the long-depressed oil group. However, with rails 
and utilities lagging, broader measures of stock 
prices so far remain in the trading range marked 
out since late September. 


Technical Indicators Indecisive 


On balance, the more than 1,200 stocks traded 
daily on the Big Board show less strength than the 
30 Dow industrials. Our charted Market Support 
measures still show a rather wide spread 
of Supply over Demand, although it 
narrowed moderately on the favorable 
side last week. Over the past fortnight, 
upside and downside stocks were fairly 
closely balanced in numbers. The same 
was so of new highs and lows. 

In the vicinity of 4,000,000 shares, 
trading volume in some recent sessions 
about equalled activity seen around the 
market’s early-August top level; but 
that did not signify broadly increased 
investment interest. It was largely due 
to heavy speculation in American Mo- 
tors and Studebaker — which in one 
session accounted for about a sixth of 
total volume — and in the electronic- 
space-age stocks, which continue to sell 
on a highly imaginative basis. 

At this writing, the market expects 
the Supreme Court ruling, due shortly 
or after you read this discussion. It will 
either send the steel workers back to 
work under an 80-day injunction, or 
declare the Taft-Hartley clause uncon- 
stitutional. This would turn the entire 
market back for negotiation between 
the companies and the union again, in 
which case, the government might take 
a hand. Then, if the matter is finally 
settled, the industry will have to put its 
furnaces and equipment in_ shape, 
(which will require several weeks at 
least, since the furnaces had been push- 
ed at top speed in anticipation of the 
strike) — after which we can expect 
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about 60% capacity at the 
end of one month to six 
weeks, and it will take at 
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ding” will be fought out by 
the railroad industry and 
its unions. The show-down will be delayed under the 
procedures of the Railway Labor Act; but a general 
rail strike is possible by late winter, unless Congress 
should act to give the President emergency powers 
to force a solution. In any event, the steel strike 
will prove to have been just one highlight in a pro- 
tracted period of labor-management turmoil. 

Economists of experience and repute differ in 
opinions on 1960 business prospects; and on how 
much of the strike damage to wage income and to 
plant-equipment expansion programs will be semi- 
permanent. It is agreed that the over-all effect of 
strike-deferred production will be to stretch out the 
business boom. Some observers think the shortages 
san be made up by midyear, followed by a levelling 
out of business preliminary to the next recession. 
Others look for active business at least through 
autumn — bolstering Republican election hopes — 
or perhaps through the full year. But what are any 
forecasts worth if the steel strike should be resumed 
in February, or if there is a rail strike of any signi- 
ficant duration? 

Looking at basic factors, there is growing excess 
in consumer credit now. Whether inventory excess 
and/or plant-expansion excess could develop by late 


1960 is unclear. The bond market — in which re- 
cent improvement has been given up in some sec- 
tions, watered down in others — is saying money 


will get tighter. Without a Federal Reserve policy 
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the credit squeeze 
Another 
start somewhere between 


reversal, which is most unlikely, 
will continue and have cumulative effects. 
recession could possibly 
mid-1960 and mid-1961. 

You can say this is a conjectural look far ahead— 
but the market always looks some distance ahead, 
discounting prosperity while business is still de- 
pressed or in a partial-recovery stage. In the past, 
market potentials always proved limited after a high 
level of business had been reached, after a tight- 
money policy had been in effect for some time, after 
bond yields had risen much above stock yields, and 
after the industrial average reached levels 16 or 
more time earnings. 


What To Do? 


What stands out is uncertainty. It does not ruie 
out possible further rally in a mixed, trading-range 
market. It does not argue for liquidation of long- 
range commitments in good stocks bought at ad- 
vantageous levels. The creeping erosion in the value 
of the dollar continues, the adoption of firm future 
correctives doubtful. As heretofore, any recession 
will bring Government counter-action via deficit 
spending and other stimulants. But uncertainty does 
require caution and discrimination in portfolio man- 
agement. You should hold reasonable liquid reserves 
here, and postpone adding to overall equity com- 
mitments. — Monday, November 2. 
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SHOULD YOU 
SWITCH TO BONDS TODAY? 


— A Realistic Appraisal of Bonds vs. Stocks Today 


By WALTER K. LAWNHAUPT 


& Clearing up the mystery of the bond market 

> What you should know and consider in buying bonds . . . the various 
types—their strength and weakness under varying conditions 

» Where the advantage lies with common stocks 

> Striking a balance between stocks and bonds 


HE dramatic success of the Treasury’s recent is- 
ype of 5 year 5% Notes, now quoted at a 1 point 
premium, has caused many investors to reappraise 
the relative merits of bonds as compared with stocks. 
When it is possible to obtain yields in excess of 5% 
on the highest quality bonds, why should anyone— 
they reason—invest in stocks at a time when the 
Dow-Jones Industrial Average yields only slightly 
over 3%? Perhaps one answer to this question is 
that for certain types of investors whose primary 
goal is maximum yield over the next year or two, 
selected bonds could represent a wise choice. For 
other investors whose basic objective is growth and 
appreciation a lower immediate return with a large 
plow-back or automatic reinvestment feature might 
continue to be more desirable than switching into 
fixed income obligations even with today’s high 
vields. 


What to Know about Bonds 
One must hark back to the last extended period of 
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relatively high interest rates in the 1920’s to find 
a time when the average individual investor was 
more than mildly interested in the bond market. 
The abnormally low yields of the easy money decades 
of the 1930’s and 1940’s caused most individual in- 
vestors to lose their enthusiasm for bonds. Thus this 
segment of the securities market became chiefly in- 
stitutional in character. Insurance companies, trusts, 
savings banks and organized funds of various types 
have dominated the bond market for many years. 
The individual investor who may be window-shop- 
ping and in some cases may already have commit- 
ted himself in the bonds will need to re-educate him- 
self in the many interesting features of this type of 
security and the markets therefor. 

In the first place, it will be noted that the fixed 
income guaranteed in bond indentures does not cover 
the purchasing power of the dollars repayable at 
maturity. Nor does the prior lien position of bonds 
prevent their price fluctuation in the markets as easy 
money becomes tight, and vice versa. In other words, 
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High long Short 
Grade Term Term 
1959 Industrials Rails Utilities Composite Corporate Gov't Gov't Municipal 

Oct. 21 3.16% 4.88% 3.96% 3.28% 4.55% 4.14% 4.39% 3.95% 
Oct. 14 3.14 4.88 3.95 3.26 4.54 4.24 4.61 4.01 
Oct. 7 3.13 4.84 3.96 3.25 4.54 4.29 4.70 4.07 
Sept. 30 3.13 4.87 4.01 3.26 4.57 4.33 4.83 4.12 
Aug. 26 3.04 4.76 3.86 3.16 4.52 4.27 4.69 4.09 
July 29 2.94 4.54 3.90 3.07 4.43 4.03 4.18 3.94 
June 24 3.11 4.54 4.08 3.24 4.47 4.07 4.31 4.10 
May 27 3.08 4.53 3.93 3.19 4.43 4.06 4.11 3.97 
April 29 3.11 4.56 3.88 3.22 4.29 4.02 4.01 3.93 
Mar. 25 3.20 4.71 3.84 3.30 4.15 3.93 3.83 3.78 
Feb. 25 3.19 4.58 3.84 3.30 4.13 3.91 3.67 3.78 
Jan. 28 3.19 4.61 3.83 3.29 4.18 3.95 3.77 3.90 
1958 3.87 5.95 444 3.97 3.80 3.23 2.79 3.56 
1957 4.18 6.75 5.00 4.35 3.91 3.47 3.50 3.60 
1956 3.95 5.51 4.75 4.09 3.38 3.06 3.01 2.93 
1955 3.97 4.82 4.57 4.08 3.04 2.80 2.36 2.53 
1954 4.92 5.92 4.89 4.95 2.87 2.52 1.53 2.37 
1953 5.86 6.13 5.36 5.80 3.18 2.90 2.13 2.72 
1952 5.88 5.65 5.39 5.80 2.95 2.68 2.01 2.19 
1951 6.17 6.11 5.91 6.13 2.84 2.60 1.88 2.00 
1950 6.69 6.55 5.78 6.57 2.59 2.32 1.45 1.98 





Stock and Bond Yields Since 1950 
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many holders of 234% to 4% corporate bonds pur- 
chased over the last ten years find that in today’s 
markets their bonds have lost 10% or more of their 
value. The very same factors which are making it 
possible for investors to obtain 5% or more on cur- 
rent investments in bonds, have reduced the invest- 
ment worth of obligations carrying the lower coupon 
rates which prevailed a few years ago. 

Summarized following are a few of the factors 
which the prospective investor in bonds should take 
into consideration in choosing the security or se- 
curities which best fits his needs: 

&Should he buy U. S. Government bonds, tax ex- 
empt municipals or taxable corporates? The basic 
choice is between tax exempts and non-tax exempts. 
Actually there appears to be relatively little differ- 
ence between the security afforded in the highest 
grade corporate bonds and U. S. Government obli- 
gations. If the investor is in a high tax bracket the 
tax exempt, even with a considerably lower coupon 
might be a better investment than the taxable bond. 
For example, if he is in a 50% tax bracket a 3% tax 
exempt would produce more after tax income than a 
5% taxable bond. 

& What about quality? As in all types of invest- 
ments, quality is very important in the case of 
bonds, especially in today’s markets where the 
spread between yields on top grade and medium 
grade issues has narrowed. Triple A corporates are 
currently available at yields only slightly lower than 
those applicable to issues rated AA or A. Thus it is 
advisable to concentrate on the highest quality is- 
sues. 

& What maturities should be favored? Generally 
the most desirable and safest maturities are the 
short ones of under 5 years or at least less than 10 
years. In the past the yields on such short maturities 
have tended to be materially below those applicable 
to the issues with longer maturities. At present, 
however, the gap between yields on shorter and 
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longer maturities has become smaller so that short 
maturities may be purchased with little sacrifice in 
yield. Of course, there are cases where the objective 
may be to put the money to work over a longer period 
to assure the contracted yield over the maximum 
amount of time. 

& This leads to the consideration of the redemp- 
tion features and other related indenture provisions 
of the bond issue whose purchase is contemplated. 
Because of the many rapid changes in money mar- 
kets in recent years, certain institutional investors 
have sought and obtained a non-refundability pro- 
vision in the indenture. This, in effect, prevents the 
issuer from calling the bond by using the proceeds 
of a refunding issue to do so. Some issuers will not 
insert this clause in the indenture and so interest 
rates on such issues generally are higher than those 
with the NR clause. Jnvestors should note whethe) 
the issue they purchase has this provision. Without 
it they could be in the same position as the holders 
of an issue of higher coupon bonds sold just before 
money rates eased. 

The issue was refunded with a lower coupon se- 
curity before the first interest payment fell due and 
was paid. Of course, the scale of redemption prices 
and dates also is important in this connection. // 
the call prices are well above the market, the inves- 
tor has a greater degree of protection from redemp 
tion than if the margin is small. 

Also of importance are the sinking fund provi- 
sions of the indenture. Generally in periods of low 
interest rates investors want sinking funds which 
will retire all or a good part of the issue by maturity. 
The desirability of sinking funds may become les: 
acute when the issue bears a high interest couno? 
In wasting asset industries such as oil and natural 
gas, a sinking fund is generally required. 


Weighing Stock vs Bond Investment 
While some degree of diversification between in- 
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vestments in bonds and in stocks often is desirable, 
most individual investors are more interested in 
long term capital gains from investments than in 
immediate yield. Of course there are exceptions 
such as older people, widows or investors with 
special income needs. Generally the yield on bonds 
should be compared to the times earnings ratio or 
capitalization rate of earnings applicable to the com- 
mon shares rather than being compared to the stock’s 
yield. This stems from the fact that the percentage 
of earnings paid to stockholders in the form of cash 
dividends may vary widely from company to com- 
pany. It also arises from the fact that the difference 
between the amount earned and the amount paid 
out in dividends eventually accrues to the benefit of 
the shareholders through growth in the capital funds 
or book value of the corporation. 


A Test—The Coming A.T. & T. Bond Issue 


An interesting test case of the relative investment 
attractiveness of bonds versus stocks is expected to 
develop around the middle of November when the 
new $250 million of American Telephone and Tele- 
graph Company bonds are marketed. While it is 
impossible to know what the yield will be prior to 
the opening of the bids, it may well approximate 
514%. Since estimated earnings on the stock this 
year are approximately $5.15 per share and the divi- 
dend rate is $3.30 per share, it is apparent that a 
substantial improvement in yield might be obtain- 
able by switching from the stock which at about 78 
yields 4.23% into the bonds yielding well over 5%. 

Those who contemplate making the switch, how- 
ever, may take into consideration many factors other 
than immediate yield, some of which factors are out- 
lined following: 

The capital gains tax may play an important part 
in a stockholder’s consideration of the relative ad- 
visability of selling his shares to buy the bonds. 
This would be particularly pertinent if the stock- 
holder had acquired his shares at relatively low 
prices and would now have to pay a 26% capital 
gains tax on a sizeable difference between his sales 
price and cost. 

The investor would have to realize that he was 
giving up a participation in ownership with a pos- 
sibility of larger dividends if earnings rise, in ex- 
change for a guaranteed interest return without any 
chance for an increase in income beyond the stipu- 
lated rate. If earnings rise materially over the next 
decade it is reasonable to expect that dividends will 
also increase. Thus, while the bondholder continues 
to receive his fixed interest return, the stockholder 
might eventually receive more in the way of total 
dividend income than the bondholder would re- 
ceive on his investment. Of course, if earnings go 
down, the bondholder would fare better than the 
stockholder. 

In the case of American Telephone and Tele- 
graph Company the stockholders over the years 
have received many valuable rights to subscribe 
at attractive subscription prices for new issues 
of securities. These rights have had considerable 
value whether they have been sold or exercised. 
The investor who switches from the stock to bonds 
would no longer be entitled to any rights which 

might be issued at some future date. 











The new Telephone bonds will have a 1986 maturi- 
ty. If these bonds are held for the long term and if 
interest rates continue to rise, it is conceivable that 
these bonds could decline below their issue price 
just as well as they might rise and be called for re- 
demption if interest rates move lower. 

Against the foregoing factors, the investor will 
weigh these factors: 

1. His immediate yield may be increased by as 
much as 30% from about 414% to 514%. It might 
take some time for his dividend rate to rise from 
$3.30 per share to $4.30 per share where it would 
produce a yield of 514% on today’s price. 

2. He would increase his asset and earnings pro- 
tection since bond principal and interest would rank 
ahead of the stock. His chances of any reduction in 
income would be reduced practically to the vanish- 
ing point and in case of any financial trouble he 
would receive preferential treatment over stock- 
holder interests. 

3. While there would still be plenty of room for 
possible market fluctuation, it would seem less likely 
that a 514% debt obligation of American Telephone 
and Telegraph Company would fluctuate in price as 
widely as the common stock might. 


The Various Issues of Government Bonds 


While a number of bond issues are listed on the 
New York Stock Exchange or the American Stock 
Exchange, by far the largest market for bonds is 
the so-called “over-the-counter” market maintained 
by thousands of security dealers all over the country. 
Here bonds are generally traded at net prices, the 
dealer’s commission representing the difference be- 
tween his selling price and cost. The dealer buys at 
the bid price and sells at the asked price. These 
dealers, as members of the National Association of 
Security Dealers, are bound by a strict eode of ethics 
and rules of practice. Some of these over-the-counter 
dealers specialize in U.S. Government Bonds, others 
in municipal securities and still others in corporate 
bonds. However, the larger houses provide facilities 
for active trading in all types of bonds. 

During the past two decades a number of new 
types of U. S. Government agency obligations have 
been developed as well as a large variety of Author- 
ity and Revenue Bonds in the field of municipal se- 
curities. Often these obligations, while carrying as 
good a guarantee as the direct U. S. Government 
Bonds or State or Municipal Bonds, can be purchased 
with larger yields. 

Among the U. S. Government agency bonds to 
which reference is made are obligations of the In- 
ternational Bank for Reconstruction and Develop- 
ment (World Bank Bonds), securities of Federal 
Home Loan Banks, Federal Land Banks, Federal In- 
termediate Credit Banks and the Federal National 
Mortgage Association (Fanny May). 

Among the Authority and Revenue Bonds are the 
many turnpike bond issues, electric revenue bonds, 
Public Housing Authority securities and bonds of 
various port authorities. 


Stocks vs Bonds as Inflation Hedges 


During recent years a principal driving force in 
the bull market for stocks has been the argument 
that only stocks can pro- (Please turn to page 202) 
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Realistic Appraisal of... 


1959 
THIRD QUARTER 
EARNINGS 


By WARD GATES 


> To what extent can they be used as a gauge for 
fourth quarter and 1960 prospects? 

& Various factors in the outlook that need to be 
considered 

> Varying status of the individual companies 


HIRD quarter earnings look good. Not for the 
steel companies of course, and those other cor- 
porations that are closely tied to steel, but these are 
the exceptions. In general, the resurgence in earn- 
ings that began in the third quarter of last year and 
built up to a crescendo in the first half of 1959, con- 


tinued unabated during the period that ended on 
September 30 of this year. 

From the surface results, there is no reason to 
question the excellent showing of corporations dur- 
ing the summer months, but a little digging brings in- 
to focus several factors that will bear close watching 
in the last quarter and the opening period of 1960. 

First are the indirect affects of the steel strike. 
We do not know, for example, whether the tremen- 
dous advance publicity all through early 1959 en- 
couraged a large amount of business hedging in the 
first half of the year, pushing sales that might have 
occurred in the second half into the first and second 
quarters. That some of this went on is obvious, but 
it will take another quarter at least to determine 
whether business activity was artificially high early 
in the year. 

Close examination of third quarter reports leads 
to the definite suspicion that the first half was bet- 
ter than it would have been if no strike had been 
expected. The principal reason for this suspicion is 
that almost without exception third quarter earn- 
ings are a smaller percentage of nine month results 
this year than in most other years. The difference in 
percentage points is small, but the fact that the de- 
cline of third quarter results as a part of total earn- 
ing to date is almost universal, is significant. It could 
be caused by only two things: either third quarter 
earnings are lower than normal (which they are 
not) or first half earnings were higher than usual. 

It will take at least another quarter to draw defini- 
tive conclusions, but if first half earnings were ex- 
ceptionally high because of stockpiling in anticipa- 
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tion of the steel strike, it may mean that the tremen- 
dous surge in earnings from the low levels of the 
1957-1958 recession is at an end, 

For investors the significance of this is vital. The 
market boom of the past year has been predicated 
in part, at least, on a new and higher level of cor- 
porate earning power. It has been assumed, for ex- 
ample, that earnings on the Dow-Jones Industrials 
would climb to over $40 per share this year, estab- 
lishing a new level after several years of hovering 
between $36 and $38 per share. This minimum $40 
level, serving as a base for even higher earnings in 
the early sixties, has been one of the principal justi- 
fications for the level of the market. After all, at 
640 in the averages, the market’s price-earnings ratio 
is sixteen; pretty high by historic standards, but 
not necessarily so, if we are on the threshold of a 
new surge in earnings. The suspicion from third 
quarter results however, despite their excellence, is 
that we have already experienced most of the surge. 


Nine Months Better Than Third Quarter 


These doubts about earnings cannot be seen in the 
usually published nine month earnings results. They 
are too heavily weighted by the excellent earnings 
in the first half. A look at the accompanying table, 
however, shows that the improvement in profit mar- 
gins in the third quarter is not nearly as universal 
as it was in previous quarters this year. For many 
key companies such as Monsanto Chemical, Scott 
Paper, Johns-Manville and American Cyanamid, 
profit margins during the summer dropped to the 
lowest level of the year, and in some cases were be- 
low the comparable quarter of last year. Moreover, 
and this is the important consideration, these com- 
panies (with the possible exception of Monsanto) 
have no connection whatever with the steel industry 
so that their relative position cannot be attributed 
to the strike. 

As an example, Johns-Manville makes interesting 
comparison with the second quarter of this year. 
Sales were about the same in the June and Septem- 
ber quarters but in the June period the company 
earned $1.24 per share while in the quarter just end- 
ed they slipped to $1.01. Of course, compared to the 
third quarter last year, Johns-Manville’s results are 
excellent. At that time earnings were only 91¢ per 
share. However, profit margins then were almost 
the same as in this year’s third quarter and that was 
the time of the big profit margin surge. The lack of 
progress between the two periods points up our sus- 
picion that earnings will grow slower from here on. 

American Cyanamid, one of the nation’s leading 
chemical and drug producers is another case in point. 
Third quarter earnings and profit margins were de- 
pressed last year, but by the fourth quarter and the 
beginning of 1959 the company had scored an excel- 
lent recovery. It is significant. however, that in the 
third quarter of this year, profit margins were lower 
than in either the first or the second quarter. 

Steel Strike Hits Some Sectors Hard 

The steel strike has not only jumbled the signifi- 
cance of earnings reports so far; it has placed an 
equal number of question marks in the future econo- 
mic outlook. Undoubtedly, as soon as the strike is 
settled inventory building will re-start, and this may 
inflate business statistics well into 1960 and possibly 
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early 1961. But there is no assurance that re-stocking 
will be as strong as expected since companies will 
not have the spectre of a steel strike ahead of them, 
as they did all through this year. Thus, we cannot 
automatically assume that inventories will be rebuilt 
to their former levels. If not, a good deal of the earn- 
ings that were lost during the strike may not be 
recovered. Until now, it has been assumed by most 
investors that whatever earnings were lost during 
the strike would be forthcoming in 1960. Few realize, 
however, the magnitude of the losses for steel com- 
panies, and fewer realize that operations will have 
to be at full capacity all through 1960 to make up 
the losses. Republic Steel, one of the big four steel 
makers lost $24 million dollars in this year’s third 
quarter and it is a safe bet that losses were running 
at the same rate through the first month of the last 
period of the year. Allegheny Ludium lost $1.01 per 
share, a figure which effectively wiped out half of 
the companies second quarter earnings, or all of the 
first quarter’s. 

It is a tribute to the steel companies that some of 
them are still in good shape despite these disastrous 
results. Republic, for example, was still able to report 
higher earnings for the nine months than in the com- 
parable period last year, despite the fact that the 
quarter just ended was, in the words of the com- 
pany’s president, “‘the most unsatisfactory the com- 
pany has ever reported in terms of dollars.” 

But tribute or not, the fact is that Republic, and 
the other steel companies, have suffered tremen- 
dously. 1958 was a bad year because of the recession. 
1950 should have been better, but the strike has 
choked off that possibility. How much of these losses 
is it feasible to make up next year? Moreover, the 
chances are that even when a new contract is reached 
it will only last until July, 1961. Will we have the 
same merry-go-round again? 

Side Effects 


If the damage from the steel strike could be con- 
fined to the steel industry there would not be too 
much concern. The extent of the spread, however, is 
disturbing. The auto industry shut down early this 
year to re-tool for its new model, and as a result 
third quarter earnings, usually low, are even lower 
this year. With the shortage of steel, however, the 
resurgence expected in the fourth quarter may not 
materialize. Chrysler lost $34 million in the quarter 
just ended. It has high hopes for its new line of cars, 
but even if the steel strike is over by the time these 
words are printed, Chrysler’s production schedules 
are going to be severely disrupted in the fourth 
quarter. 

What is particularly disturbing for the auto in- 
dustry is the fact that the public’s response to the 
new models has been enthusiastic. But they can’t 
get the cars. Will the demand still be there when the 
cars are available? This is the question causing 
many sleepless nights in the auto capital. Tremen- 
dous losses must be recovered, but a good deal of one 
entire quarter has already gone by the boards. 

The problem of whether the demand will still be 
there when the production is available is even more 
pressing for the farm equipment producers. Cater- 
pillor Tractor and Allis-Chalmers have both scored good 
recoveries this year, but the farm equipment picture 
is enough to give them fits. At the moment, farmers 
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Quarterly Income Comparison of Industrial Companies 


3rd Quarter 1959-——- —-—-2nd Quarter 1959-— —Ist October 1959-—— 3rd Quarter 1958-— 
Net Net Net Net Net Net Net Net Net Net Net Net 
Sales Profit Per Sales Profit Per Sales Profit Per Sales Profit Per 
(Mil.}— Margin Share (Mil.)}— Margin Share (Mil.}—— Margin Share (Mil.) Margin Share 








Allegheny Ludium Steel $ 18.2 421.4% $41.01 $ 92.7 8.4% $2.02 $ 70.2 6.4% $1.18 $ 45.1 2.5% $ 30 
Allied Chemical 174.2 6.7 1.18 203.4 8.1 1.67 169.0 6.9 1.15 158.4 5.0 8! 
166.6 6.0 1.12 137.1 6.5 99 84.1 44.3 @ 43 124.2 4.0 .60 
American Airlines 107.2 6.7 .83 97.4 5.4 64 69.4 428 d .26 85.0 7.2 66 
American Cyanomid .............. 144.5 8.8 61 151.6 9.3 66 145.8 8.9 -62 130.9 6.6 4! 
American Tobacco 303.6 5.8 2.63 301.0 5.4 261.5 49 1.85 292.5 5.3 2.30 
American Viscose 58.5 5.7 66 64.1 6.4 81 62.5 5.8 7 58.2 4.2 48 
Caterpillar Tractor 195.4 7.3 52 225.7 7.9 65 178.7 6.2 39 181.0 78 52 
432.9 47.9 840.9 50 4.90 690.5 = 7.1 175 «411.0 44.8 
Clark Equipment 56.4 6.4 1.54 58.7 7.3 44.3 5.4 1.01 38.0 4.4 
Colgate-Palmolive 148.2 47 86 150.5 4.0 75 141.6 3.5 61 138.0 446 
Diamond Alkali ... sain 36.4 8.6 1.12 35.9 8.5 29.9 7.1 76 28.1 5.7 
Dow Chemical 191.1 WI 84 194.1 10.8 .80 169.4 8.1 52 157.2 71 
544.0 2.29 568.7 20.1 5146 19.7 478.0 
221.0! 15.7 90!) §=6210.9! 14.1 189.8! 12.0 197.3! 
Eaton Manufacturing 67.5 5.3 76 81.7 7.0 70.0 6.1 d 42.0 
Ford Motor 1,036.9 5.1 97 14790 10.2 1,475.3 9.0 695.6 
General Electric 1,076.8 67 82 1,088.8 5.9 ; 976.5 5.4 d 003.6 
General Foods . 255.3 5.8 256.8 5.7 372.7 4.5 251.8 
General Portland Cement 17.8 63 19.3 ‘ 12.5 17.4 
Georgia-Pacific Corp. ........... . 50.7 8.5 82 50.4 8.4 . 39.3 7.0 j 40.8 
Te ne 59.3 .90 51.4 , 46.2 54.3 
Goodrich (B. F.) 195.1 4.7 187.5 4.9 195.8 5.2 174.4 
International Business Mach. .. 325.5 . 319.7 295.6 9.7 301.3 
Johns-Manville 101.9 8.2 101.5 74.7 6.2 d 91.9 
Kennecott Copper .................. : 102.5 d 132.0 130.6 100.7 
Lehigh Portland Cement 28.3 24.7 , 12.3 t d 24.7 
eee : 24.5 . : 24.8 ; d 20.5 ; 22.6 
Minn.-Honeywell Regulator ..... 98.1 . 91.3 \ ‘ 84.2 ; ‘ 82.7 
Monsanto Chemical ............... : 199.4 , ; 215.8 ; F 197.8 d ‘ 182.4 
National Cash Register 104.2 . d 102.7 . F 91.9 . ‘ 92.5 
National Gypsum 67.2 64.1 42.1 60.0 
National Lead ... 131.9 2 é 142.4 122.1 
es, Ge GR, intr 50.8 : 45.9 f 44.8 
Radio Corp. of America .... 344.5 : é 311.9 F d 321.8 
CINE ccccncsscctsrecvcnrsvossevenes 30.2 . . 33.5 d 32.1 
Raytheon Co. ... 110.6 , pF 120.0 . , 109.1 
Republic Steal , 63.9 463.2 . 321.4 
Reynolds Metals ..................-+ 126.8 ’ d 127.6 ' r 111.8 
Robertshow-Fulton Controls .. 19.6 . . 20.2 . d 19.8 
Rohm & Haas 53.6 58.8 50.5 
St. Regis Paper 106.6 ’ ‘ 115.8 . d 95.3 
Scott Paper i 72.7 . ‘ 60.0 : 72.4 
Smith Kline & French Lab. ..... 34.7 d 34.3 d 32.4 
Standard Brands 130.5 , 128.6 f , 131.9 
Texas Gulf Sulphur 15.6 . 18.9 ' 14.0 
Union Carbide Corp. ................ 360.8 J 396.5 . 363.6 
U. S. Gypsum 87.1 d 81.2 P 63.9 
aphehen CO. .ncccccccccccccceccecsercccvenee 45.6 r 35.4 d 36.7 
Youngstown Sheet & Tube 242.3 


d__Deficit. 
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want equipment for delivery by spring planting. But 
steel shortages make it unlikely that they can get all 
they want by spring. In the meantime, farm income 
has again taken a turn for the worse, and if the 
trend continues farmers may well think twice before 
taking delivery in the spring of 1961. In other words, 
the farm equipment makers may have lost for good, 
much of the business they might have done had 
there been no strike. 

For Caterpillar this is particularly unfortunate 
since farm equipment sales have been an effective 
offset to the spotty sales of roadbuilding equipment. 
Even with some improvement in roadbuilding and 
good farm equipment sales, results in this year’s 
third quarter were far from exceptional. Sales clim- 
bed to $195.4 million from $181 million last year, 
but lower profit margins left earnings unchanged 
at 52¢ per share. Moreover, third quarter earnings 
were 13¢ lower than in the second quarter of this 
year. Under the circumstances, any lost sales are 
going to hurt Caterpillar. 


*) 


Chemicals Fare Well 


Perhaps the least permanent damage from the 
steel strike will be on the chemical companies that 
service the steel industry. As soon as steel produc- 
tion resumes, the chemical companies will begin im- 
mediate deliveries. Nevertheless, the strike has had 
its effects. Union Carbide, for instance, scored excel- 
lent results for the quarter, but at $1.21 per share, 
they were well below the $1.62 earned in the second 
quarter of 1959. The fact that other industrial che- 
micals and plastics sales held up very well tends to 
overshadow the debilitating impact of the steel 
strike, but it is there just the same. As a matter of 
fact, the decline in sales to $360 million from 
$396 million in the second quarter can be attributed 
directly to the steel strike. But of greater signifi- 
“ance is the fact that earnings this year were only 
pennies ahead of last year’s third quarter, reflecting 
an important drop in profit margins. 

With the end of the strike, Carbide should again 
begin to swing upward. But the same uncertainties 
about steel inventories that will affect the steel com- 
panies will be a concern for Union Carbide. 


Allied Chemical should also participate in a steel 
recovery. However, it must be noted that so far the 
strike has put a serious crimp in the excellent earn- 
ings progress Allied had been making until the 
strike hit. Measured against last year’s third quar- 
ter earnings of 81¢ per share, this year’s $1.18 looks 
good. But if compared with $1.67 in the second quar- 
ter, the chances for earnings reaching a new high, 
appear rather distant. Perhaps a better hint of the 
strike’s affects can be seen in the fact that Allied’s 
profit margins in the quarter just ended were well 
below the second quarter and were even a shade 
under the first period of the year. 


Other Company Reports 
For companies not affected by the steel strike we 
can get a better picture of corporate earnings in the 
third quarter. In general they were good, but showed 
the same tendency already noted of slightly slower 
growth. As usual, however, the exceptions are more 
noteworthy than the others. 
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General Electric continued to demonstrate its ex- 
ceptionally strong position by scoring the highest 
quarterly earnings of the year despite a small dip in 
sales from the previous three months period. What 
is most impressive about GE is the profit margin 
progress the company has made so far in 1959. In 
the first quarter, per share earnings were 60¢ and 
profit margins Were 5.4% ; three months later sales 
expanded, but earnings improvement was even 
greater. The 74¢ earned reflected 5.9% margins. 
Now, in the third quarter margins again widened, 
this time to 6.7% and earnings climbed to 82¢ per 
share. 


Eastman Kodak, another industrial giant, shows the 
same type of improvement, indicating that the larger 
companies possess the secret of good management; 
men who know how to squeeze the last ounce of 
profit out of each sales dollar. In the quarter just 
ended, Kodak’s sales climbed to the highest level of 
the year and earnings jumped to a record 90¢ per 
share compared to 68¢ a year ago and 78¢ in the 
second quarter of 1959. The most impressive figure, 
however, is the profit margin item. A year ago it 
was 13.3% of sales; in the first quarter it dipped to 
12°¢, but by the third quarter Kodak was able to 
earn 15.7¢ on each dollar of sales. No wonder the 
company is headed for a record year. 

Among the industrial giants, International Business 
Machines provides an interesting contrast, since its 
earnings and profit margins in this year’s third 
quarter are lower than they were a year ago. Sales 
this year were higher at $325.5 million compared to 
$301.3 million last year, but net per share slipped 
to $2.06 from $2.24. Thus, the company’s warning 
a year ago that earnings were being artificially in- 
flated by the sale of equipment formerly rented to 
clients was not an idle one. 

Apparently many investors at first refused to take 
the warning seriously and IBM was bid up to near 
$500 a share. Now that the earnings improvement 
has proved to be slower than expected the current 
price is much nearer $400; an expensive lesson for 
those who failed to heed the warnings. 


Minneapolis-Honeywell, another favorite growth 
stock, provided no disappointments, however, Earn- 
ings in this year’s third quarter soared to $1.21 per 
share from 83¢ a year ago and 91¢ in the second 
quarter of the year. Profit margins, at 8.6% were 
the highest for any quarter this year, indicating that 
once again Honeywell will succeed in raising its pro- 
fit margin level each year. The progression has been 
amazingly consistent, but this year’s jump from 
a little over 7% to over 8.5% is the largest in recent 
years. One can ask little more of a growth stock 
than that it continually improve its earnings base. 


Some Setbacks 

Occasional reversals occurred in third quarter 
earnings even where there was no connection with 
the steel strike. Raytheon, which has been making 
headlines for two years by scoring one impressive 
earnings improvement after another, finally was set 
back this year. Sales advanced well ahead of last 
year’s third quarter but net per share slipped to 
73¢, lower than the previous quarter and 9¢ below 
the level of a year ago. (Please turn to page 205) 
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—-MALIGNANT 


IS CONSUMER CREDIT GROWTH 





OR BENIGN? 


By WILLIAM AMOS 


Personal debt now at a staggering $50 billion for 


1959 — and 


growing twice as fast as consumer income 
Dangers in new variations of personal credit with minimum restraint 
A breakdown of the financial status of the borrowers — the avenues of 
spending — showing 43% of debt incurred for autos 
Economic hazards today from buying under high pressure selling 
at 8°, to 12% financing charges — hiking costs that put a 


heavy lien on future spending 


ODAY, most Americans place less and less cre- 

dence in Shakespeare’s “Neither a borrower or 
a lender be...” This is attested to by the rapidly 
mounting total of consumer debt which may reach 
the staggering total of $50 billion by the end of 
1959. While there is a general tendency to regard 
the consumer debt situation as still within the 
bounds of reasonableness, many thoughtful citizens 
are asking themselves how much higher this per- 
sonal credit binge can go betore it endangers our 
financial well being and becomes a threat to business 
stability. 

Few informed observers will question the fact 
that consumer credit, when properly used, is not 
only a useful but actually an essential part of our 
mass production economy. Mass production requires 
mass consumption, and there can be little doubt that 
the personal installment loan has played a very 
important role in facilitating consumer purchases 
of such products as automobiles, refrigerators, 
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radios, television sets, furniture, and many other 
relatively high unit cost items. In other words, in- 
stallment credit, when properly used, has been an 
important contributing factor to our prosperity and 
high standard of living. 

It will also be conceded that in general the Amer- 
ican public up to the present has used consumer 
credit reasonably well. The repayment record on in- 
stallment loans has been remarkably good over a 
long period of years. In fact several of the major 
commercial banks which specialize in personal credit 
have pointed out that their losses on this type of 
loan have averaged less than 14 of 1% over the last 
twenty to thirty years. 


But What of Today? 

What concerns those who currently express ap- 
prehensions about consumer debt is primarily the 
trend rather than the past record. The following 
summarizes some of the elements in the trend which 
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Relationship of Personal Income to 
Consumer Credit 


(Dollar figures in billions) 


% of Disposable 
Personal Income 
Disposable Total To Total 
Personal Consumer Consumer 
Income Credit Credit 
July 31 1959 $335.3 $47.3 14.1% 
Year-End 
1958 316.5 45.1 14.2 
1957 307.9 44.8 14.6 
1956 292.9 42.1 14.4 
1955 274.4 38.7 14.1 
1954 256.9 32.3 12.6 
1953 252.5 31.2 12.4 
1952 238.7 27.4 11.5 
1951 227.5 22.6 9.9 
1950 207.7 21.4 10.3 
1949 189.7 17.3 9.1 
1948 189.3 14.4 7.6 
1947 170.1 11.6 68 
1945 150.4 5.7 3.8 
1942 117.5 6.0 5.1 
1941 93.0 9.2 9.9 
1939 70.4 7.2 10.2 
1935 58.3 4.9 8.4 
1930 74.4 5.8 7.8 
1929 83.1 6.4 5.3 





may be regarded as principa] sources of worry: 
& The fact that consumer debt has been growing 
at a rate twice as fast as the growth in disposable 
personal income over the past decade. Since 1947 
personal income has doubled but the total amount of 
consumer credit outstanding has quadrupled. 
Thus the percentage relationship of consumer 
debt to disposable personal income has risen from 
about 7% to over 14%. It was in 1955 that con- 
sumer credit took a $6 billion jump from $32.3 billion 
to $38.7 billion, when it first exceeded 14% of dis- 
posable personal income and it has remained above 
14% ever since. Opinions of the experts seem to 
differ as to the percentage which may represent the 
outside limit of safety, but a figure of 15% has been 
referred to as a point beyond which the relationship 


Consumer Credit, 


of consumer credit to disposable personal income 
may be considered to be hazardous. If this is the 
case, we are presently rather close to the limit. It 
may also be pointed out that any sudden decline in 
personal income would push the percentage up 
sharply. 

Perhaps of even greater concern than the ab- 
solute amount of consumer credit outstanding, is 
the ever-increasing tendency to develop new varia- 
tions of credit plans which have the common purpose 
of extending personal credit into new fields and 
jacil:tating its use with a minimum of restraint. 

Thus, while the use of an installment loan to 
purchase a durable high unit cost item such as an 
automobile or a set of furniture may be regarded 
as a justifiable type of consumer credit, its exten- 
sion into the field of financing non-durables such as 
meals, vacation trips and non-essential gadgets may 
be more difficult to justify. Furthermore, even in 
the case of the financing of consumer durables, the 
tendency to minimize or even eliminate the down 
payment and to extend the period of repayment 
over as much as three years may be regarded as 
streching sound credit policy to the limit. In 
connection with new car financing practices, the 
following quotation from the April 1959 issue of the 
Federal Reserve Bulletin is pertinent: 

“Maximum maturities and minimum down pay- 
ments on new car contracts have not changed 
materially since 1957. Most lenders allow up to 
36 months to pay on their new car contracts and 
make loans up to the amount of the dealer cost 
of the collateral. The provortion of long-term 
contracts, after rising steadily through the third 
quarter of 1958, has leveled off in recent months. 
It is estimated that about 60% of all new car 
contracts are now written with 36 month matur- 
ities.” 

A few of the many innovations which have ex- 
tended and expanded consumer credit in recent 
years have been: 

(a) Revolving Charge Account Credit. Many ex- 
tensions and variations have been added to the old 
charge account concept, the principal one being the 
extension of payments over several months with ad- 


By Major Parts 


(Dollar figures by millions) 





Installment Credit — a 
Repair and 
Modernization 


End of 
Month Aose. Bil, Ct, 
Total Paper Goods Paper 


Other 





Loans 


~ Non-Installment Credit 
Single 

Payment 
Loans 


Service 
Credit 


Charge 
Accounts 


Personal 
Loans 





July 1959 
1958 
1957 
1956 
1955 
1954 


$36,449 
33,865 
34,095 
31,827 
28,958 
23,568 
1953 23,005 
1952 19,403 
1951 15,294 


$15,780 
14,131 
15,409 
14,459 
13,472 
9,809 
9,835 
7,733 
5,972 


$9,183 
9,007 
8,692 
8,510 
7,634 
6,751 
6,779 
6,174 
4,880 


$2,282 
2,145 
2,091 
1,895 
1,689 
1,616 
1,610 
1,385 
1,085 


1945 2,462 455 816 


1941 6,085 2,458 
1939 4,503 1,497 
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$10,807 
11,200 
10,679 
10,270 
9,712 
8,724 
8,238 
7,998 
7,323 


$9,204 
8,582 
7,903 
6,963 
6,163 
5,392 
4,781 
4,111 
3,357 


$3,807 
3,543 
3,365 
3,253 
3,002 
2,408 
2,187 
2,120 
1,934 


$4,272 
5,018 
4,829 
4,735 
4,579 
4,308 
4,124 
4,011 
3,605 


$2,728 
2,639 
2,485 
2,282 
2,131 
2,008 
1,927 
1,867 
1,784 


1,009 
1,322 
1,088 


3,203 746 
3,087 845 
2,719 


1,612 845 
1,645 597 
1,414 518 


THE MAGAZINE OF WALL STREET 














dition: 
out. / 
custon 
are ul 
the c 
basis, 
at lea 
which 
in acc 
retail 
cover 
libera 
use 0} 
and s' 
ables, 
(b) 

a con 
vario! 
cards 
Expr 
are 0 
tensi 
users 
nerak 
case | 
week 
the j 
of cr 
will | 
persc 
(c 
Plan: 
affor 
effect 


NOV 





_—!_ eV Ww Ww 








Personal Debt Within Income and Age Groups, Early 1959 
(Percentage distribution of spending units) 





Amount of personal debt (a) 





All No Some $100- $200- $500- $1,000 
Income or age group cases debt debt $$1-$99 $199 $499 $999 and over 
All spending units 100 40 60 10 7 14 W 18 
1958 money income before toxes: 
Under $1,000 100 58 42 19 9 9 2 3 
$1,000 — $1,999 100 57 43 14 10 12 4 4 
$2,000 $2,999 100 44 56 12 1 17 10 6 
$3,000 $3,999 100 36 64 1 7 16 14 16 
$5,000 $4,999 100 32 68 14 6 14 16 17 
$5,000 $5,999 100 30 70 9 8 16 14 23 
$6,000 — $7,499 100 29 71 5 7 16 16 27 
$7,500 $9,999 100 31 69 5 4 1 15 33 
$10,000 and over 100 49 51 5 3 6 7 30 
Age of head of spending unit: 
18 24 100 30 70 14 8 15 17 16 
25 — 34 100 20 80 9 9 18 17 26 
35 44 100 29 71 10 8 16 14 23 
45 54 100 36 64 iB 7 15 1 19 
55 — 64 100 59 41 10 7 9 6 10 
65 and over 100 74 26 9 6 5 3 3 


(a) Personal debt includes all short-and intermediate-term consumer debt other than charge accounts; mortgage and business debts are 





excluded. 
Note — Details may not add to totals because of rounding. 


Source: Federal Reserve Board. 


ditional purchases permitted as the account is paid 
out. All-purpose or option accounts provide that 
customers have a basic 30 day charge account and 
are urged to adhere to these terms. However, when 
the customer wishes to pay on the installment 
basis, he has the option to do so by the payment of 
at least one fourth the balance outstanding or $10, 
whichever is greater. This, of course, ties up more 
in accounts receivables and adds materially to the 
retailer’s cost of operation, all of which must be re- 
covered ultimately from the consumer. It greatly 
liberalizes credit terms and encourages widespread 
use of such credit to finance the the purchase of all 
and sundry items sold in the store, including perish- 
ables, gadgets and purely luxury items. 

(b) Credit Cards. In recent years there has been 
a competitive scramble on the part of sponsors of 
various types of credit cards to sell their particular 
cards to the public. The Diners Club, the American 
Express Credit Card and Hilton’s Carte Blanche 
are outstanding examples of this type of credit ex- 
tension. While these credit cards are helpful to valid 
users, especially travelling business men, their vul- 
nerability to abuse was dramatized recently in the 
case of a 19 year old youth who went on a $10,000 
week’s spending spree using a credit card to finance 
the jaunt. Considerably more care in the issuance 
of credit cards and in developing central records, 
will be needed to avoid more abuses of this new 
personal credit device. 

(c) Bank Charge Account Plans and Check Credit 
Plans. The former aids the small retailer who cannot 
afford to finance his receivables to compete more 
effectively by offering credit facilities. The Check 
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Credit Plan is one where the bank borrower is given 
a fixed credit limit (or over-draft privilege) and 
can use this line of credit by writing a check at will 
and so long as the balance is kept within the limit. 
For this privilege the customer usually pays a service 
charge of 25¢ per check written plus 1% of the un- 
paid average daily balance, plus the cost of life in- 
surance, plus a late fee of 5¢ for each dollar on each 
monthly payment not paid within 10 days of the 
due date. 


How Strong Are the Borrowers? 


Who are the principal users of consumer credit 
and what are their resources? This is certainly a 
pertinent question to those concerned about the 
soundness or weakneess of our present personal debt 
load. From time to time reports of surveys of per- 
sonal or installment loan borrowers are conducted 
by Federal Reserve representatives and their find- 
ings are reported in the Federal Reserve Bulletins. 
One such report made this year included the fol- 
lowing comments: 

“The distribution of personal debt in early 1959 
was similar to that in other recent years.—About 
60% of all spending units reported such debt and 
nearly 30% had debts of $500 or more. Personal debt 
is more common among younger consumers, a group 
that includes heavy purchasers of durable goods. 
About 80% of all spending units headed by per- 
sons 25-34 years of age reported personal debt in 
early 1959, compared with 25% of those he.ded by 
persons 65 years of age or older.” 

A Federal Reserve Board survey of consumer 
finances made in 1958, (Please turn to page 202) 
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STEEL shortage will affect the output of American 
automobiles at least in the early stages of new model 
production and importers of foreign cars expect to 
take advantage of the enlarged market. In 1955, 
58,000 imports were sold in the United States; in 
1956, the number increased to 98,000. The big in- 
crease began in 1957 when the final figure showed 
206,000 foreign car sales here, but the total for 
1959 is almost certain to pass the 600,000 mark. 
That represents about 10 per cent of sales for the 
year. On the plus side it has brought new show- 





WASHINGTON SEES: 


The last has not been heard of the “Buy Ameri- 
can” policy which has been invoked by the De- 
velopment Loan Fund against borrowing nations 
which have been shopping around for the best 
buys, which often has meant using United States 
dollars to strengthen our competitors. Debate is 
continuing in the inner circles of Government. The 
result could be expansion of the policy; it could 
mean junking it. Both sides of the issue have in- 
fluential and articulate backers. 


The Treasury favors “‘Buy American.” Its posi- 
tion is easy to understand: the Department is 
close to trade balance problems and is mightily 
worried about the outflow of gold and dollars 
without ccmparable offset. On the other hand, 
the State Department looks at the matter from the 
diplomatic standpoint and apprehends that na- 
tions may consider the basic purpose of foreign 
aid and loans is being subordinated to commer- 
cial considerations or trade imperialism. 


Also noticed in the current debates is the fact 
that the policy runs only to expenditures made by 
DLF beneficiary countries and does not touch the 
larger area of International Cooperation Expendi- 
tures (Mutual Security). But it is in ICA zones of 
operation that most of the displeasure has arisen. 
Treasury charts show too constant a flow of dollars 
to our competitors. That means United States tax- 
payers lose two ways. 











By “VERITAS” 


rooms, a new tire production line, millions of dollars 
in advertising revenues. 


FOREIGN CAR makers are necessarily depending 
largely on export trade. And they are going after it, 
not waiting for customers to knock on their doors. 
This year, Volkswagen of Germany opened sales 
outlets in the Sheikdom of Kuwait and is moving 
cars at the rate of two a day. Fiat of Italy will sell 
approximately 85,000 cars in Germany in 1959. Re- 
nault of France has entered into a licensing agree- 
mnt with Alfa-Romeo of Italy, which will offer the 
Renault for sale in Italy. Fiat now sells automobiles 
in 111 countries and is running 600 cars a day be- 
hind orders. Which would seem to indicate two 
things of interest here: There is a market for more 
small cars. They are surmounting tariff and quota 
barriers. 


TARIFF legislation seems likely to play a dominant 
role in the next session of Congress. Our deficit in in- 
ternational payments is the prime reason. Labor 
and management will be represented in advocacy of 
greater protections and the steel strike will be in 
the background of the talks: regardless of when, or 
how, the labor dispute is settled, it seems certain 
that price of the product will go up and make the 
market for imported steel more inviting. Already, 
many producers of this and other products in foreign 
countries are finding they can absorb the current 
duties and undercut domestic prices on our markets. 


RELATIVE simplicity marked tariff questions when 
the southern planters sought free trade to gain a 
world market and northern manufacturers wanted 
protection to hold the market against invaders. That 
day has passed. Now customs are treated as diplo- 
matic gestures, adjuncts of defensive might in the 
free world’s fight against totalitarianism, and me- 
chanisms to justify organized labor’s never-ending 
demand for more money for less production, boost- 
ing unit prices, and relying upon artificial means to 
hold an inflated market against consumers’ desire 
for less expensive goods. 


THE MAGAZINE OF WALL STREET 











nation 
remedy 
certai 
the ne 
the fa 
board 
well k 
the be 
settl 
the re 
tribu 
might 
accep 
appoi 
injun 
in th 
off p 
sides 
arsen 
impas 


time 
injur 
that 
end-< 
that 
woul 
of cc 
was ¢ 
if n 
Cong: 
spec 
Cong 
the | 
on t! 
moth 


NOV 














Government is proceeding on several fronts to clean up 
the mess in organized labor. The job is not a simple one. 








The accumulation has been forming since the Wagner Act was 
enacted more than a quarter-century ago — a bill that 
showed some possibility of bringing equality into 
management-Labor relations but soon became strained in 
application and interpretation. Management brought about 
the Wagner Act just as surely as labor proved the need for the 
Landrum-Griffith law. 
Twenty-five years ago employers were indulging oppressive, 


There is this element of distinction: 








but legal, practices ; in recent years it was illegal, or 
unethical union deeds that brought the jemand for change. 





The current cleanup is aimed against the latter. 




















Labo: has made a tactical error in forcing the hand of 





have spotlighted the fact that existing Federal law is 








woefully inadequate to cope with strikes and protect 








national health and welfare. The injunction 
remedy is an interim aid. Congress is almost 
certain to strengthen its hitting power in 
the next session. Among the weaknesses is 
the fact that the President may appoint a 
board to formalize facts already painfully 
well known to both management and labor, but 
the board cannot make proposals for 
Settlement of a strike. Were it otherwise, 
the recommendations of a nonpartisan 
tribunal would carry weight with the public, 
might generate pressure on both sides to 
accept, get back to work. Inno instance of 
appointment of fact-finders has requested 
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off period has a terminal point. Both 

sides can use the 80 days to reinforce their 
arsenals, make ready for resumption of the 
impasse. 





Records of debate and discussions at the 
time the 80-day limit was fixed for 
injunctions under the Taft-Hartley Act show 
that Congress didn't intend that to be the 
end-all of Federal action. But it was left 
that way. It was contemplated that 80 days 
would be found a fair trial of the efficiency 
of collective bargaining while business 
was carried on in the struck industry. Then, 
if nothing beneficial had been produced, 
Congress would deal with the problem by 

















Congress isn't continuously in session and 
the machinery for needed action is 

on the administrative level and either, or 
mothballed. Two avenues are being explored 
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both, will take bill form when the new 
session begins in January: l. Authorize the 
fact-finding Board to make proposals for 
settlement and these, with Presidential 
approval, would become effective for a fixed 
(but not brief) period. 2. Remove the 80-day 
limit on injunctions or permit the issuing 
judge to extend the time on motion of the 
Government. Persons close to the White 
House expect the President to deal with 
this in his State of the Union Message. 
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Supreme Court interests in the affairs of 


unions has taken the form of certiorari to 


review a Georgia labor case which opens u 
one of the touchiest, and most unsettled, 
areas of labor activity — the use of union 
dues for political purposes. There isn't a 
union-card holder in the United States who 
does not have a financial interest in the 
outcome; contributors to political parties 
who have seen their expressions of interest 
in better government, as they see it, 
canceled out by a cascade of union-raised 
money, also are much concerned. The case 
arose out of labor's attempt to enforce a 
"union shop" contract (erployees must join 
the union within a specified number of days 
after taking a job). The Georgia courts 
ruled that the particular "union Shop" was 
unlawful because the local devoted part of 
the dues money to political activity. This, 
Said the judges, violates the Constitutional 
right of free speech. 
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Employees of the Southern Railway System 
were the complainants in the Georgia case. 
They protested that the money they paid in 
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for dues was being used to support policies 


incorporated to create a medium whereby 








and candidates which did not meet their 
approval. How important the outcome of this 
case is may be gauged by the fact that 15 other 
unions have asked the Supreme bench to 
overrule the Georgia decision. When the 
Supreme Court ruled that a union shop is 
legal in the railroad industry the justices 
tied a string to the decision. They agreed 
the facts in the case then before them 
contravened no law but, they said, a union 





ideological conformity or other action in 
Contravention of the First Amendment." 











Difficult question to answer is why unions, 
precluded by law from making campaign 
contributions, are contesting for the right 
to divert union dues to political purposes? 
AFL-CIO has long conducted its political 
activity through political action and 
political education committees. But the 
money for support of these works in separately 
contributed; it is not billed against 
members as part of their dues statements. 
The extent of voluntariness involved may 
be open to question, eSpecially when 
100 per cent participation is not uncommon 
among affiliates — every member on 
the rolls, employed at the time or otherwise, 
pays in. It may be difficult for the Supreme 
Court to decide the Georgia issues without 
touching upon PAC and other "action" groups. 


























New Look by the Internal Revenue Service 
at the taxability of some union incomes 
touches a very minor point at this juncture 
but might become of major importance in view 
of the fact that unions have become big 
money operations in almost unlimited fields 
of production, banking, landlordship, and 
mercantile areas. In a recent decision 
affecting semiweekly bingo games, IRS laid 
down some fundamental rules beginning with: 
"The holding of semiweekly bingo games by a 
labor organization, exempt from Federal 
income tax, is a profit-making enterprise 
not related to the exempt purposes of the 
organization and, therefore, constituted 
an unrelated trade or business within the 
meaning of section 513 of the Internal 
Revenue Code of 1954. The income derived 
therefrom is subject to the tax imposd 
on unrelated business taxable income. 






































Affected is an organization which was 





certain members of organized labor may buy 











or erect and maintain a building in which 
members of organized labor may hold social 
and educational meetings. The organization 
owns and maintains a building which houses 
various union local offices. In order to 
provide funds for maintenance, the 
organization runs semiweekly bingo games 
which are patronized by members of the unions 
and part of the general public. The 
Commissioner of Internal Revenue ruled: 
"Conducting of bingo games by the 
organization constitutes the carrying on of 
a trade or business; by reason of the 
semiweekly conduct of such games the 
business is ‘regularly carried on' ; the 
conduct of bingo games for profit is 
patently unrelated to the basis for 
exemption of the organization." 




















Grand Jury proceedings are being speeded 
in a number of cases which promise varying 
degrees of the sensational. William P. 
Rogers, Attorney General who is noted for his 
close=-mouthed attitude on formative-stage 
litigation, told a group of newsmen: "The 
Jusice Department's drive on organized crime 
and racketeering has furnished a lot of good 
copy. It will furnish more — just keep your 
eyes open for news in this field as it 
develops." There has been a spate of 
indictments of labor union officials, 
especially in the teamsters' high command. 
These are antitrust proceedings, made the 
more bitter for the unioneers to swallow 
because they had thought, until recently, 
that the Norris-LaGuardia Act made them 
immune to Suit or conviction under this law. 























organized scofflaws: "The drive is directsd 
against all forms of organized crime and 











criminals and violators of our laws." The 
Nation's No. 1 law enforcer clammed up on 
the answer to the question that is in 
everyone's mind by anticipating the inquiry 
and rejecting it in advance: "Don't try to 
trap me into telling you who is being 
investigated by a grand jury or who will be 
indicted before the grand jury hands up the 
indictment to the judge." But there was a 
later hint: "You know that there have been 


numerous indictments of labor union 
officials for racketeering in the field of 


labor-management relations." a 
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THE COUNTRIES WHERE 
END of IMPORT RESTRICTIONS 


WILL CHECK USS. 


GOLD OUTFLOW 


& Countries still maintaining discriminatory tariffs although now 
able to stand on their own feet 
® Net indebtedness of these countries to the individual funds in 


which U. S. is main contributor 


> Various import restrictions against U. S. goods and services— 
what they are—changes in the making 


communique from the Tokyo meeting of the 
A General Agreement on Tariffs and Trade 
(GATT) points to unanimous recognition of the 
truth that“there is no longer any justification on 
balance-of-payment grounds for discriminatory re- 
strictions against U.S. trade,” in view of the current 
prosperous conditions among the various countries. 
This has been the goal of the U.S. since World 
War II days, having been written into the Bretton 
Woods Agreements, the British Loan, the Marshall 
Plan and various other acts of American help in re- 
constructing and developing the world—but we have 
not been persistent in enforcing it. It may be said 
that, with our billions of intergovernmental loans 
and grants, we have paid in advance for “a fair 
field and no favor’—in which import discrimina- 
tion against US products has no place. 
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For quite a few years after World War II the dol- 
lar was known as a scarce currency. Almost every- 
where abroad, countries were struggling with bal- 
ance-of-payments difficulties. They had to ration 
scarce dollar exchange, and many countries imposed 
exchange controls, import licensing, import quotas, 
special taxes and the like. Today in a large part of 
the world, important trading countries that bene- 
fited from the financial assistance and technical aid 
supplied by the United States, have so strengthen- 
ed their currencies as to make them readily con- 
vertible in current trade transactions. 

And now, the U. S.. having a shortage of sound 
foreign currencies and a balance-of-payments situ- 
ation which is reflected in a substantial loss of gold, 
with a coincident short-term indebtedness to foreign- 
ers, should be free to work out a solution of her own 
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Outstanding U.S. Government and International Institutions’ Loans 
to 33 Gatt Countries — Versus Restrictions on Imports From The U.S.A. 


(in millions of dollars) 





Country or 
customs 
union 





AUSTRALIA .......... pis ty 


AUSTRIA 


DOMINICAN REP. 


FED. OF MALAYA .... 


FINLAND ............... 


FEDERATION 
OF RHODESIA 
and NYASALAND 


IT sapanitinnnnannss 
IEE citinininetsbneenies 


UNION OF 


SOUTH AFRICA...... 


UNITED KINGDOA ... 


URUGUAY 


1-As of 6-30-59, U.S. subscription constituted 33.23% of the 
Bank's capital stock. About half of the Bank’s funded debt 


Export-Import 


Bank, credits World Bank! 


International 


Finance 
Corp. 


Loan Fund, * 


International 
Development Monetary Fund 
drawings by 


operational loans approv- members from 





& loans out- loans out- 
standing standng investments > ed through 
6-30-59 6-30-59 6-30-59 9-15-59 
2.7 253.8 7 
9.6 87.4 
102.5 120.0 3.0 
523.6 229.2 6.1 0.5 
19.4 
(n.) 7 — - 
64.3 —_ 3.3 
96.0 85.8 2.2 0.3 
35.1 
9.3 51.3 - 
34.3 - — 
67.7 83.2 - 
824.8 231.8 ome 
8.0 - a 
11.3 - - 12.0 
27.5 2.2 4.3 
8.3 444.2 195.0 
747 9.0 
31.9 207.4 
139.3 236.7 
9.1 - _ 
1.2 16.3 0.6 
20.8 70.7 — — 
2.6 109.0 1.4 113.8 
135.1 39.7 - 
4.0 55.1 413 
97.4 126.4 
251.1 109.4 
54.3 8.8 


5.2 


incurred to finance loans, is held in the U.S. 


%_U.S. subscription constituted 37.55% of total capital stock on 


6-30-59. 


178 








start to Restrictions on Imports 
4-30-59 From the United States 
50.0 Import license required. 


227.1 
260.7 
15.0 


63.0 


72.5 


9.5 


518.8 


3.8 


300.0 
70.0 


249.0 


8.0 
9.6 


14.5 


73.5 


46.2 


861.5 


Import license required for items 
not on duty free list. 

No restrictions on most items. 

License required for luxury goods. 

Import license and foreign ex- 
change permit required. 

No restriction on most items. 

Import license required. 

No restrictions, but certain items 
may not be imported. 

Certain items require an import 
license. 

Certain items require an import 
license. 

No restrictions on most items. 

Import license and foreign ex- 
change permit required. 

Imports license required for most 
items. 

Import license issued automatically 
on certain items. 

No restrictions on most items. 

Import license required. 

No restrictions on most items. 

Import license required for wheat 
and tobacco products. 

Import license required. 

Import license required. 

Import license required for most 
items. 

Import license required. 

Import license required. 

Import license required. 

No restrictions on most items. 

Import license required. 

No restriction on most items. 

Import license required for goods 
under quota. Many goods may 
not be imported at all. 

No restrictions on most items. 

Import license required. 

Import license required for goods 
not on free list. 

Import license required for certain 
items. 

Impor? license required. 





3—Total loans approved through 9-15-59. In addition for any 
individual country in the table there may b2 loans committed 


but not yet approved for specific projects; also loans approved 
for which letter of advice to borrower had not been issued 


on 9-15-59. 


(n)}—Negligible amount. 
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problem and receive the trade advantages to which 
she is entitled. 


Problems Mainly of Overgenerosity 


This recent change in our position vis-a-vis the 
world stems in a good part from the large expendi- 
tures we continue to make abroad in military aid and 
foreign loans and grants, outside of private invest- 
ments. To help rectify our continuing balance-of- 
payments deficit and to strengthen the dollar, the 
Administration has taken a number of related steps. 
It has, for instance, been pressing industrial 
countries with strong economies to share more 
liberally in helping underdeveloped countries. It has 
announced that the Development Loan Fund hence- 
forth will discourage borrowers from spending loan 
proceeds elsewhere than in the U.S. And it is de- 
nouncing the continuation of unjustified trade dis- 
criminations against dollar goods and services. 

There is still a considerable list of anti-dollar 
goods discriminations abroad, although it is by no 
means as serious as it was a year ago. At the current 
GATT meetings, moreover, the U.S. hopes to achieve 
more and greater consideration. Trade restrictions 
therefore present a changing picture. Not every 
country maintaining restrictions which discriminate 
against dollar goods—including Canadian goods— 
can be expected to remove the discriminations at 
once. But other countries, Washington maintains, 
are in a position to do so now. Quite a few of the lat- 
ter have indicated that they will take steps to liberal- 
ize before long. Of interest to the U.S. travel indus- 
try, for example, is the British decision to remove 
exchange restrictions on Britons who wish to travel 
abroad starting November 1. Severe restrictions 
have been in force since 1939. 


Countries That Made Enormous Gains Should Ease 
Restrictions. 


The improved position of foreign currencies and 
foreign countries’ trading positions, as reflected in 
the outside world’s gold and dollar holdings, last 
winter brought about widespread restoration of cur- 
rency convertibility for current international trans- 
actions. That development, the State Department be- 
lieves, produced a new setting for commercial policy. 
As inconvertibility has given way to convertibility, 
so discrimination and bilateralism should now give 
way to nondiscrimination and multilateralism, the 
Department holds. The Department considers that 
convertibility has refuted whatever financial justi- 
fications there may have been for trade discrimina- 
tion. Yet while some countries have liberalized their 
policy since January 1, others have not. Some, in- 
deed, have imposed or are contemplating new dis- 
criminatory provisions. 

The GATT meeting in Tokyo provides an ideal 
stage for the U. S. to voice its complaint. The Gen- 
eral Agreement prohibits the use of quantitive im- 
port restrictions with certain exceptions. Countries 
employing such restrictions are required to remove 
them as rapidly as conditions permit. A September 
official compilation showed that, of the 37 GATT 
countries, 25 were maintaining balance-of-payments 
restrictions and 21 made some distinctions as to 
source of supply, which usually means discrimina- 
tion against US goods. 
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The Various Controls 


The great variety of import controls in use and 
the frequency of changes make it hard to assess 
their effects. Most common is administrative licens- 
ing, which is operated case by case. Often a country 
will issue various liberalized lists, each pertaining 
to imports from a different group of countries or a 
curency area. Some countries restrict imports ad- 
ministratively, without a formal prohibited list. 
Others having liberalized lists, severely restrict 
goods in the unliberalized sector. 

> In some countries, foreign exchange is allocated 
periodically for imports from different sources of 
supply and often among different classes of goods. 
In some countries importers must make advance 
deposits, sometimes up to many times the value of 
the goods to be imported. In other countries certain 
goods may be imported only by Government agencies. 
Again, some countries levy burdensome taxes on 
certain imports. Jn many ways, therefore, dollar 
trade can be and is being discriminated against, not- 
withstanding all that the U. S. has been doing since 
World War II to assist in world recovery and de- 
velopment. 


Import Restrictions Versus Loans From the 
International Financial Institutions 


The accompanying table shows the restrictions 
imposed on imports by 33 GATT countries, as pub- 
lished in the CONGRESSIONAL RECORD. The 
table also shows, as of June 30, the net indebtedness 
of the same countries to the Export-Import Bank, 
the Development Loan Fund and international finan- 
cial agencies to which the U. S. is a major contribu- 
tor. The list of these institutions is being lengthened 
by the addition of the now-forming Inter-American 
Development Bank and the created In- 
ternational Development Association. 


soon-to-be 


Effect of Loans On Our Trade 

Loans made by the Eximbank are always “‘tied”’ 
to U. S. export products and services. As noted 
above, the loans of the Development Loan Fund 
henceforth are to be similarly tied. Exports thus 
financed, therefore, encounter no discrimination in 
the borrowing country. Such loans are designed to 
increase U.S. exports initially. Where they are used 
to make the borrower partially or wholly self-suffi- 
cient in a given product the ultimate effect may be 
to reduce U. S. exports to that country. Examples are 
steel mills in Mexico or Brazil. 

Some countries which still maintain discrimina- 
tion against our goods are not in any case major 
markets for imports. How much help our adverse 
balance of international payments would get, were 
all discrimination against our goods to be removed, 
we cannot say. But any alleviation will be a step in 
the right direction. 


Where Discrimination Exists 


Not all discrimination against dollar goods is to 
be found in GATT countries, of course. Several Latin 
American countries, most of the Near East, Yugo- 
slavia, etc., are not GATT members. 

A partial list of goods upon which there is dis- 
criminatory restriction (Please turn to page 200) 


179 








~ . isi 
n 
Tao not eee, $92,104 nn-$133,470,000 $333, 


$21,978,000 ¢106,515,000 $6,059,000 





THE DRIVE TOWARD BIGNESS 
THAT BRED OUR 
MULTI-INDUSTRIAL COMPANIES 


By ROBERT B. SHAW 


ACK in 1882 Mr. Charles A. Coffin, a well-to- 

do Lynn, Mass., shoe manufacturer journeyed 
down to New Britain, Conn., to inspect an infant 
enterprise making primitive dynamos and electric 
are lamps and known as the American Electric Com- 
pany. Impressed by what he saw Coffin purchased 
for himself and a few colleagues a controlling in- 
terest in this small factory, and shortly moved it to 
Lynn. This entry into the unseasoned electrical in- 
dustry was certainly a risky venture for Coffin and 
his friends, particularly in contrast with the pros- 
perous shoe and leather industry with which they 
had been associated. But the success of the new 
undertaking was to exceed thir wildest expectations. 
Ten years later American Electric merged with Edi- 
son General Electric to become a progenitor of the 
modern giant General Electric Company. Even mod- 
est investments in either of its predecessors were to 
turn into fortunes. The shoe business in New Eng- 
land, on the other hand, gradually sank into a state 
of decay from which it has never recovered. 
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This story, with variation only as to its details, 
is a familiar one; it could be repeated to cover the 
early, shaky beginnings of other vast industrial em- 
pires. To many investors its interest will lie only 
in the likelihood of repetition today; can they like- 
wise spot some struggling new enterprise which will 
ultimately reward the faith placed in it by multiply- 
ing the initial invested capital many times over? 

It was easier to do this in the formative stages of 
our industrial growth, but in today’s more mature 
economy such ventures must necessarily be highly 
speculative, for the financial and executive require- 
ments are enormous. And there are further compli- 
cations of an economic nature, an important element 
being the increasing number of multi-industry cor- 
porations which have grown to such huge propor- 
tions since the end of World War II, so that no new 
industry has a chance to develop a field of its own 
without invasion from other corporations with am- 
ple capital and productive capacity who seek ex- 
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pansion into new fields. 

The phenomenal growth of such organizations has 
resulted in the domination of our industrial scene 
by a relatively small number of giant corporations. 
In retrospect, the conclusion of World War II will be 
regarded as a decisive period of change, inaugurat- 
ing a new epoch of corporate aggrandizement. With- 
in the subsequent brief half-generation the economic 
picture has already been revolutionized, as expansion, 
mergers and diversification on a scale never known 
before, have transformed manufacturing, retailing 
and financial organizations alike. This accelerating 
trend threatens to eliminate all small and even most 
medium-size enterprises, leaving giant, nationwide 
corporations in undisputed control of the economy. 


The Aftermath 

The causes are self-evident and are a legacy of 
World War II, in which the United States became 
the arsenal of the West. This required an enormous 
expansion in the nation’s productive capacity ; gross 
national product somewhat more than doubled from 
1940 to 1945, a phenomenal increase in a brief five- 
vear period. To supply these vast military demands 
existing businesses opened new divisions and fac- 
tories, while tiny, unknown enterprises in aviation, 
light metals, electronics and shipbuilding leaped into 
the rank of corporate giants almost overnight. At 
the end of the war these organizations were burden- 
ed with a huge excess capacity—for armaments, 
munitions and related products which were no long- 
er needed. Nevertheless, this capacity could not be 
“demobilized” as easily as the returning soldiers. 
Its owners did not propose to “fold their tents like 
the Arabs and silently steal away.” Rather, it be- 
came their impelling objective to adapt these facil- 
ities to the manufacture of profitable civilian prod- 
ucts. 

This meant an invasion of the markets of the old- 
er companies. Nevertheless, conditions favored the 
newcomers. Consumer appetites for appliances and 
other hard goods had been starved during five years 
of war. Populations had been stirred around and 
many soldiers and workers acquired new and more 
expensive tastes. War-time research had developed 
new products and reduced manufacturing costs for 
old ones. And, during the course of the conflict, the 
previously declining rate of population growth had 
somehow reversed itself, erupting into our famous 
baby boom. 


The Multi-industrial Companies 


Even with these opportunities, survival of the 
erstwhile suppliers of military hardware required 
a high degree of flexibility, of managerial ingenuity. 
A fortunate minority could continue almost without 
product revision, concentrating their efforts on the 
half-forgotten art of selling. Others had to make 
more thorough changes, occasionally even switching 
their type of operations completely. Among com- 
panies which, either non-existent or little known 
before the war, grew into major enterprises during 
that half decade—and omitting such obvious ex- 
amples as the aircraft manufacturers—are Reynolds 
Metals, Kaiser Aluminum, Raytheon Mfg., Van- 
adium, United States Plywood, Aveo Manufacturing 
and many others. The transformation which some 
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of these went through can be suggested by Kaiser 
Aluminum’s change of name from the former Todda- 
California Shipbuilding. 

But the metamorphosis from war into an era of 
uneasy peace was only the beginning of the be- 
wildering changes that were to occur. Industry was 
decentralized ; factories moved toward areas of new 
population growth or abandoned congested city lo- 
cations for more agreeable suburban suroundings. 
Entire new industries sprang into existence: tele- 
vision, electronics, biological drugs, air conditioning, 
prefabricated housing, and so on. 


Capable Management the Answer to Survival 


Among the enterprises most vulnerable to these 
rapid developments were the old single-product com- 
panies. To be sure, a few of these, fortified by wide- 
ly known trade names, such as Coca-Cola, Hershey 
Chocolate and the cigarette manufacturer, have con- 
tinued to prosper. But companies like Waltham 
Watch, Moxie, Crackerjack—testify to the fate that 
usually overcomes those that accept a passive role. 
A greater number of one-product concerns, however, 
have pursued a more aggressive course, either of 
internal expansion or merger. Thus, such a staid old 
company as Chesebrough Mfg. (a former Standard 
Oil component) finally merged, in 1955, with up- 
start Pond’s. Two years later it terminated a rela- 
tionship which had persisted since 1873 under which 
Colgate had-acted as the sole American distributor 
of its principal product, vaseline. In the same in- 
dustry Carter Products, famous since 1880 for its 
Little Liver Pills, has taken on new divisions in both 
ethical and proprietary drugs, besides acquiring a 
salad dressing subsidiary. Hamilton Watch has com- 
menced the manufacture of precision metals and 
electronic instruments. Eversharp has_ switched 
largely from the mechanical pencil to the safety 
razor business. A number of the automobile parts 
manufacturers, threatened by the tendency of their 
customers to establish their own parts divisions, 
have simultaneously moved into outside divisions 
of their own. An endless number of examples could 
be supplied. Even such a large and prosperous com- 
pany as Philip Morris has acquired a packaging and 
printing subsidiary. 

Not a few companies have gone so far as to change 
their names, to emphasize the broader scope of their 
operations. American Locomotive has become Alco 
Products, National Automotive Fibers is now Nafi, 
Diamond Match has turned into Diamond National, 
and the former Pressed Steel Car, having divested 
itself of all connection with railroad equipment, now 
prefers to be known as United States Industries. 

Diversification has been the saviour of enterprises 
both large and small, and the process has taken two 
major forms, thru: 


Vertical Integration — which implies the expansion 
of a company “upward” to include its sources of sup- 
ply—raw materials, parts manufacturers, etc.—and 
“downward” to reach its final customers. The vri- 
mary motives are the control both of source: sup- 
ply and ultimate markets as well as the elim netion 
of outsiders’ profits at these stages. Vertical \tegra- 
tion is particularly characteristic of the petroleum 
and steel industries. 











Horizontal Integration — is the broadening to take 
in under one corporate roof a broad range of similar 
or competing products. This type of expansion comes 
more naturally to the consumer industries, although 
many companies have shown tendencies in both di- 
rections. 

A glance at the food industry will illustrate these 
trends. The Great Atlantic & Pacific Tea Company 
has grown not only in the number and size of its 
stores, but in the production of a full line of food 
products of all varieties, which it sells in competi- 
tion with other brands it handles — until it has 
achieved substantial vertical integration. The food 
manufacturers, such as General Foods and Stand- 
ard Brands have, on the contrary, exnanded chiefly 
in a horizontal direction. General Foods began its 
career as the small Postum Cereal Company, a diet- 
ary venture, but beginning in the mid-20’s has ex- 
panded steadily by the absorption of other compan- 
ies, many of them already well-known, such as Jell- 
O, Baker’s Chocolate, and Birds Eye frozen foods. 
Standard Brands, starting with Fleischmann’s 
Yeast as its initial component, has followed a paral- 
lel course. The advantage of combinations of this 
type consists primarily of economies in distribu- 
tion. Both companies have, however, maintained 
their former private brand names, so that the house- 
wife filling her market basket with Gaines Dog Food, 
Baker’s Coconut, Log Cabine Syrup and Minute 
Tapioca may well be unaware that these are all 
products of the same company. 


Road to Bigness Through Research 


Industries in which research plays a prominent 
role can carry on their expansion in a less obvious 
fashion; they have greater opportunity to create 
rather than to acquire new products. The drug com- 
panies, with their enormous post-war growth in 
antibiotics, probably provide the best illustration 
of this process. Some of these companies are now 
deriving as much as three quarters of their sales 
dollar from products unknown only ten years ago. 
But older companies. which may have already looked 
mature at the end of the war, have enjoyed similar 
if slightly less rapid growth. 

In the electrical industry, General Electric, certain- 
ly no parvenu, has experienced a four-fold expan- 
sion of sales just since 1945. This company, and its 
close competitor, Westinghouse, both offer a complete 
line of electrical apparatus from the smallest house- 
hold appliances to massive generators and trans- 
formers. G. E. also has an electric locomotive and 
Westinghouse an elevator division. 

These two industrial giants, respectively the 
fourth and the thirteenth largest manufacturers in 
the country, do face an obstacle which their very 
size and success has created. Because they come so 
close to dominating their industry, any proposal for 
merger with another large company would undoubt- 
edly encounter the opposition of the Anti-Trust Divi- 
sion of the Department of Justice. This is hardly a 
severe handicap, as the broad scope of the electrical 
industry provides almost unlimited opportunity for 
growth. As a matter of fact, G. E. has spun off the 
electric utility properties it used to own, and the two 
companies also divested themselves—under anti- 
trust pressure—of the controlling joint interest they 
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once held in Radio Corporation. Westinghouse Elec- 
tric, incidentally, was founded by the same engineer- 
ing genius as Westinghouse Air Brake, but was 
never affiliated with the latter company. 

Du Pont, even more than these two electrical equip- 
ment companies, has gained its present stature on 
the basis of internal growth and its own research, 
with very few outside acquisitions. Its substantial 
interest in General Motors, it seems clear, was an 
investment rather than a form of integration, al- 
though this is the point at issue in the present suit. 
To be sure, du Pont did acquire control of Reming- 
ton Arms in 1933, but some years earlier it divested 
itself of the divisions which became Atlas Powder 
and Hercules Powder. 


Growth Through Mergers 


In the same industry Olin-Mathieson illustrates the 
contrary method of growth. At the end of the war 
the then Mathieson Alkali Company had annual sales 
volume of only about $20 million and had been no 
better than a moderately successful enterprise. Mer- 
ger with E. R. Squibb, in 1952, and with Olin In- 
dustries two years later, helped to lift sales thirty 
fold to $600 million last year, although plenty of in- 
ternal growth also ensued during the same period. 
The pace of merger can sometimes be too rapid, and 
digestion a little difficult, as Olin-Mathieson’s ex- 
ample might suggest. Within the last three years 
sales volume has held more or less steady, while 
earnings plunged violently. If the various mergers 
represented true integration, however, they should 
eventually reward their stockholders. 

Another prominent instance of a _ post-merger 
slowdown is provided by Sperry Rand which, after 
an earlier period of phenomenal earnings growth, 
has failed to participate in the boom of the last few 
vears. 


Mergers in Unrelated Enterprises 


In extreme cases merger seems to have been per- 
formed merely for the sake of merger, and all kinds 
of unrelated enterprises gathered into a common fold. 
Sometimes, to be sure, such strange combinations 
can be justified as a more profitable use of the sur- 
plus of a declining industry, but occasionally the em- 
pire builders show more interest in conducting in- 
tricate corporate maneuvers than operating busi- 
nesses profitably. The resounding collapse of the 
Penn-Texas empire (now Fairbanks Whitney) sug- 
gests the fate likely to befall such ill-conceived ven- 
tures. 


The Joiners 


A more natural development is the tendency, pro- 
minent in this fast-moving postwar period, for 
hardpressed companies to “join” their enemies. 
Thus Pullman now controls the second largest trailer 
builder, American Car & Foundry (now ACF In- 
dustries) has diversified into automotive parts, and 
Westinghouse Air Brake has acquired important 
highway and general machinery divisions. As a mat- 
ter of fact, this tendency is not limited to hard- 
pressed companies. Continental Can has absorbed 
a bottle maker (Hazel Atlas), a corrugated box 
manufacturer (Robert Gair) and several paper cup 
and container firms, overtaking American Can, the 
former industry leader, in the process. 
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tL was METHODS OF CORPORATE GROWTH 
quip- | Date 
re on i Company Founded Remarks 
arch, | 
antial | INTERNAL GROWTH — SINGLE PRODUCT COMPANIES 
aS an 
n, al- | CAMPBELL SOUP 1869 Under exclusive family control untitl 1954. Aside from small 
suit. acquisitions in 1921 and 1954, growth has been entirely in- 
ning- ternal. 
ested ENDICOTT JOHNSON 1894 Second largest company in the Shoe industry. After earlier 
wder | growth, sales have been no better than steady in past decade. 
G. W. HELME 1911 Diverted from old American Tobacco trust. After many years 
without essential change, diversified in 1957 by acquisition 
s the of a Pennsylvania bakery. 
— HERSHEY CHOCOLATE 1893 Despite minimum of advertising, retains position as largest do- 
sales mestic producer of chocolate products. Stable sales and earnings 
” no have resisted wide fluctuations in cocoa prices. 
Mer- 
In- INTERNAL GROWTH — DEVELOPMENT OF NEW PRODUCTS 
‘irty CHAS. PFIZER 1849 After years as bulk distributor of chemicals, company introduced 
 in- its own trade names. Has employed research with outstanding 
ene success. 
anc 
ex- SUNBEAM CORP. 1891 Has prospered by development of series of new electrical ap- 
2ars pliances; no important mergers in its history. 
hile VERTICAL INTEGRATION 
sers PETROLEUM INDUSTRY —— “Integrated” companies typically control exploration, productiont, 
uld refining, transportation and marketing. Tendency for “non- 
integrated” companies to merge to complement each other. 
wer 
i BETHLEHEM STEEL 1904 Controls iron are sources and coal mines, transportation, etc. 
th Manufactures steel into finished products and has important 
hour shipbuilding division. 
HORIZONTAL INTEGRATION 
CONTINENTAL CAN 1913 Has acquired numerous other container manufacturers, including 
er- Hazel-Atlas (glass), Robert Gair (folding cartons) and American 
ids | Paper Goods (cups and envelopes). 
Id. GENERAL FOODS 1895 Starting out with small “Postum Cereals”, has grown by merger 
ms | with well-known products to leading position in food industry. 
ur- 
m- | NATIONAL HOMES 1945 In its short history has already acquired six other companies 
in- | also making prefabricated housing. 
si- = 
he 
lg Bigness the Sign of the Times are probably living on borrowed time. Even many 
n- Despite spasmodic opposition, and occasional medium size corporations, companies that would 
“spin-offs”, this process of corporate aggrandize- themselves be regarded as giants by the standards 
ment, by both internal and external means, shows of a few years back, now face an early choice be- 
no sign of interruption. To the independent observer tween “joining” or decaying. The revived prosperity 
a the pace is exciting and promises new and better of American Motors has heartened some viewers, 
- products. But the picture also has its negative but this $200 million company would not be con- 
aspect : the decay and disappearance of many smal] sidered small anywhere outside of the fabulous auto- 
“4 plants and shops. Although numerous small busi- mobile industry. 
d nesses are still being formed today, and the op- There is no happy solution to this problem, no 
nt portunity for any man to be his own boss has not’ pleasant compromise. The corner grocery store is 
t- disappeared, most of these new ventures are in per- bound to disappear; the corner drug store may fol- 
j- sonal service industries. It can hardly be denied that low it into oblivion. The old grocery store did hav: 
d proprietorship enterprises in either manufacturing a friendly atmosphere; it was pleasant to buy from 
“ or retailing face almost impossible conditions today. a clerk who was also a personal acquaintance. But 
p The small manufacturing plant may frequently find the modern housewife would be unwilling to take 
. financial salvation by accepting absorption into some the time to have her purchases laboriously as- 
corporate giant, but most independent retail stores sembled, or to pay the (Please turn to page 208) 
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‘COMPANIES MAKING 
MULTITUDINOUS ADJUSTMENTS 


When *“‘Unele Sam’? is the Customer 


By ARTHUR KRANISH 


— Makers of — 
Airframes * Missiles * Space Vehicles 
Electronics Devices * Missile Guidance 
Anti-submarine System * Fuels, Etc. 


HE budget for the civilian National Aeronautics 
aa Space Administration will literally soar in 
the coming years as programs for “‘super-boosters” 
for huge satellites and lunar and planetary investiga- 
tions come into the inventory. The tug-of-war over 
military versus civilian astronautics has run hot and 
heavy in the past months; the opinion of many vet- 
eran Washington observers is that these battles have 
actually hardly begun. 

Yet the troubled men in the Pentagon and the 
Space agency must reconcile these differences in 
the next few weeks — temporarily at least — so 
that a new budget can be prepared for submission 
to the Congress in January. For years there has 
been a steady uptrend in military spending reflected 
in these presentations for the new Fiscal Year. To- 
day, however, a new situation confronts the budget 
planners. This is the “threat” — and threat it is — 
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of Kremlin proposals for universal disarmament. In 
the wake of the Khrushchev tour came a sense of 
optimism that Russia, finally, is serious about the 
reduction and eventual elimination of arms. But it 
is realism, not pessimism, to suggest*that Mr. K. 
must produce more tangible proof, accompanied by 
definite action, before there will be any halt, or even 
reduced momentum, on U. S. production lines. 
No one who witnessed the rapid demobilization 
of the Armed Forces in the post-war years, seriously 
doubts that the relative military weakness of this 
country aided in Soviet expansion plans, and con- 
tributed heavily to Communist daring in Korea. 
And while the Khrushchev visit has apparently re- 
duced tensions in the European theatre, it has only 
served to spotlight the continuing crisis in the Far 
East. Many in the U. S. State Department and the 
Pentagon share the growing belief that the Soviet 
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Approx. 
Status Range Prime 
Name of Missi'e (*) (miles) Contractor 


SURFACE TO SURFACE 








SA EES anes 6,330 Gen. Dynamics 
I iia chad nsihiea P.O 75 Firestone 
TD DOIN ancccscesscvcsesesessie P,O 30 Douglas 
Se 1,500 Chrysler 
Lacrosse ict we, 20 Martin 
Matador ........ isisiiciiaaietsien 600 Martin 
Redstone ..... saleniabiiabianitenin'- 250 Chrysler 
ET ee ° 500 Chance Vought 
etc aiid eed 7 P.O 5,500 Northrup 
Little John ....... : alas D,P 15 Emerson Radio 
AIR-TO-AIR 
| ; P,O 5-10 Hughes Aircraft 
EE eatin P,O 30 Douglas 
Sidewinder ............... — 6-7 Philco, G.E. 
IID scencersninierscsnnnseees ° 5-8 Sperry Rand 
een P,O 5-8 Douglas 
IIE tirdishcuancansapesanaes . PO 5-8 Raytheon Co. 
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Participants In Major Missile And Space Vehicle Programs 





Manufacturers 
Power Plant 


Airframe Guidance System 





Gen.Elec./Arma 
Gilfillan Bros. 
(unguided) 


North Amer. Avia. 
Ryan Aeronautical 


Gen. Dynamics 
Firestone 
Douglas/Emerson Hercules Powder 


Chrysler North Amer. Avia. Sperry Rand 
Martin Thiokol Martin 

Martin General Motors Martin 
Chrysler North Amer. Avia. Sperry Rand 
Chance Vought General Motors Chance Vought 
Northrup United Aircraft Northrup 
Emerson Allegany Ballistics (unguided) 


Hughes Thiokol Hughes 
Douglas Aero (Gen. Tire) (unguided) 
Gen. Elec./Philco Navy Philco/G.E. 
Douglas Aerojet Sperry Rand 
Douglas Aerojet Bendix Avia. 
Raytheon Aerojet Raytheon 














BI ssiscisecsidabteihinciiioni _ RD 75 Temco Aircraft Temco Thiokol Texas Instr./W.L. Maxson 
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a P,O 250-400 Boeing Boeing Aerojet/Marquardt Westinghouse Elec. 
Pe ininicteeahaitinseenatinds DP 20 Raytheon Northrup Aerojet Raytheon 
Ee 25 Western Elec. (A.T.&T.) Douglas Aerojet Western Elec. 
Nike-Hercules ................... P.O 80 Western Elec. Douglas Aerojet Bell Lab. (A.T.&T.) 
IIIT sisnicinasveessbnonbisieinstiaibces . OO 25-35 Bendix Avia. Mc Donnell McDonneli/Bendix Farnsworth Elec. 
Terrier I ...... pitti P,O 10 Gen. Dynamics Gen. Dynamics Alleghany Ballistics Bell Lab. 

UNDERWATER-TO 

AIR-TO UNDERWATER 
RID wisincstennnteetiemnasnsncs  &S 25-50 Goodyear Air. Goodyear Air Thiokol 

UNDERWATER- 

TO-SURFACE 
EER ar . RD 1,500 Lockheed Lockheed Aerojet General Electric 

SATELLITES AND 

SPACE VEHICLES 
Es iaiistiindninseenniimapens Lockheed 
WRIT cccccsecscsnscescesenerense R — Martin Aerojet Minn. Honeywell 
(*)}—Status of missile or space vehicle. (R)—Research. (D) Development. (P) —-Production. (O) —-Operational use. 

(S)—-Study. 
— — ————— a 











Union cannot safely disarm even if it honestly de- 
sired to do so because of the emergence of Red 
China as a militarily potent bulwark of Communist 
theory and power. For this and many other reasons 
it is evident that this nation must maintain its de- 
fense procurement programs at a high level, and 
must also sustain an extensive space exploration 
program for international prestige purposes, and 
because of the ever-present military dangers. 


The Investor’s Choice 


The investor who approaches the “missile in- 
dustry” with a cautious and curious mind today 
will be well rewarded for his efforts, if only in the 
knowledge and perspective he obtains of the vast and 
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often confusing panorama of industrial diversifica- 
tion now taking place. 

As many who have gone before him, he may 
abandon his search with the discovery of a “special 
situation” with an impressive name and a sub- 
contract to a sub-contractor who supplies a com- 
ponent to a “missile manufacturer” whose main 
business might well be in a completely different 
category. 

Or, with some spark of persistence, he may delve 
further into the subject and decide to place his 
missile-investing dollars in a prime contractor — 
who also turns out to be well-known in other fields 
of endeavor completely unrelated to the “glamour”’ 
of rocket propulsion and spaceflight. 






















Of course, he will soon discover what he prob- 
ably knew long ago — that an investment in almost 
any major airframe company will provide him with 
a large share of “missile equity.”” Names such as 
Martin, Douglas, Lockheed and others attest to this 
fact. 

However, the chances are that he could have as 
large a stake in the missile industry by mere owner- 
ship of automobile shares. His Chrysler Corp. stock, 
for example, gives him a share of the waning Army 
program for production of the Jupiter and Redstone 
Missiles. He buys Ford and becomes a part owner 
of Aeronutronics, the company’s up-and-coming 
space/missile division. He decides to blanket the 
automotive field a bit further and comes up with 
General Motors, which through AC Spark Plug, 
plays a substantial missile guidance and electronics 
role in a number of important programs. And while 
he rolls along he may consider Goodyear, a prime 
contractor in the Subroc anti-submarine missile sys- 
tem, or Firestone, a major contractor on such mis- 
siles as the Army Corporal. 

Or our inquisitive investor may become a missile 
stock watcher through the radio-TV-or-telephone 
field, or in its broader implications, electronics. He 
would then watch with interest as a company such 
as Raytheon benefits from its role as prime con- 
tractor for the Army’s versatile Hawk surface-to-air 
missile or in the Navy Sparrow. In the same vein, 
Philco and General Electric have shared leadership 
in the deadly Navy Sidewinder program, Emerson 
supplies the Honest John and Little John for the 
Army’s field forces, and companies such as Bell, AT 
& T, Western Electric and others continue to play 
an important part in missile development. 

There are, of course, many other routes to “missile 
industry” holdings. He might turn to companies 
such as Thiokol, Hercules Powder or Aerojet-General 
if he believes that future emphasis will be placed 
largely on propulsion and power plants. Or he might 
learn in his wanderings that a surprisingly large 
proportion of what he had thought of as the “missile 
dollar” goes to companies normally associated with 
such products as drinking fountains, air conditioners 
or even juke boxes. And for some types of missiles 
the expenditures for so-called ground support or 
ground handling equipment such as check-out sys- 
tems, launching structures, vans and the like may 
take as much as 50 percent of the total. A “non- 
missile’ company such as Kaiser Steel, as an ex- 
ample, recently received a sizeable contract for the 
construction of a test-launching stand for the Saturn 
space rocket. 

Once the missile investor has decided. for himself 
which of the varied portions of the American in- 
dustrial scene he prefers to view as the “missile 
industry”, he must then be prepared to learn the 
various twists and turns of Pentagon strategy and 
policies which may have, in the long-run, more effect 
on the fortunes of “his” company than other more 
prosaic aspects, such as engineering talent, produc- 
tion know-how or superior management. 


Which Company? 


Another factor of importance is the company 
for which he holds high regard a major contractor 
for the Army? What happens to him now, as the 
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space-age soldiers lose a large proportion of their 
manpower and facilities to civilian space enter- 
prises? Will this bring a major reduction to Army 
missile programs, or will money which has been 
“drained away” on space exploration projects now 
be available for large-scale procurement of missiles 
to be used in the field? Are the shares he holds those 
of a company which had a long association with the 
Air Force? What will happen in the future as bud- 
getary considerations force increasingly difficult 
decisions to be made between long-range missiles 
such as the Convair Atlas or the Martin Co. Titan, 
which each day draw closer to each other in per- 
formance capability due to continued research and 
development? And if “his’’ company builds missiles 
for the Navy, its problems will be similar to those 
which both the sister services must face in the 
continuing service rivalry over funds. 


Continuing Shift and Change 


Once the investor has passed this hurdle, another 
still confronts him — the question of tactics and 
strategy. Where will defense expenditures tend to 
go in the coming months and year? To missile de- 
fense systems with their main emphasis on electron- 
ics for detection? To ICBM’s with their capability 
of massive retaliation? To solid-fuel missiles with 
their attributes of simplicity and long-term storage? 
To air-launched ballistic missiles which could sup- 
plement land-based ICBM’s by making every bomber 
a global launching platform? To mobility on the sea 
which could make the new submarines and even 
surface ships the key to missile supremacy? To the 
Army, with its emphasis on missile firepower for 
limited warfare? 

Nevertheless, the knowledge that changes are 
bound to come has been the touchstone of industrial 
planning in the military and civilian missile-space 
field. These changes are of two major types — those 
brought about by the rapid progress in research and 
development, and those dictated by military or bud- 
getary considerations. Industry must constantly 
strive to forge new technical frontiers, while keep- 
ing a weather eye on the totals in the annual report 
to stockholders. 

There are few fields in which management caution 
must be combined with daring to such a high degree. 
Certainly there are few fields of industry where 
competition to win the favor of a single major con- 
sumer — the U. S. Government — is so high. Each 
day’s financial headlines underscore the growing 
realization on the part of management that the 
enormous investments in manpower, brick and 
mortar of the past few years must be cushioned 
as far as possible against changing fashions in de- 
fense and world affairs, we well as against a fast- 
moving technology that has, on occasion, made pro- 
grams obsolete overnight. 

And so we see the growing mood for mutual pro- 
tection through merger, and the mushrooming of 
diversification. Some of this has literally been forced 
upon industry — witness the frantic scramble of the 
airframe manufacturers to acquire clectronic cap- 
abilities so necessary for the missile market. In other 
cases, diversification is actively sought because it 
may mean new business — witness the rapid 
emergence of an old- (Please turn to page 204) 
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A Careful Investment Audit of 
STANDARD OIL OF NEW JERSEY 


By CHARLES W. HAYNIE 


TANDARD Oil of New Jersey owes its high po- 

sition to the above-average capacity of its man- 
agement, which has been able to make one adjust- 
ment after another in meeting the challenge of any 
situation that arose throughout its eventful history. 
They were men of imagination, resourceful men, 
who saw trends in the making — handled them with 
subtlety, and prepared for them in a most practical 
and common sense fashion. 

It would be unwise to discount their potentials 
today, when things are “humming” at “Jersey”, as 
it moves to streamline its operations, to bulwark and 
advance their position in this revolutionary world. 
On September 2, 1959 Standard Oil Company (N.J.), 
announced its plan for consolidation of producing, 
refining, marketing and marine activities of its af- 
filiated companies in the United States. The first 
step will be to merge Humble Oil & Refining Com- 
pany into Jersey. 

To accomplish this. the minority stockholders of 
Humble will be offered 114 shares of Jersey stock 
for each of their shares. If approved at the stock- 
holders’ meeting, to be held on December 1, 1959, 
further consolidation will merge other 100% owned 
subsidiaries, including The Carter Oil Company, 
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Standard Oil Company (New Jersey) 





“4 Chairman of the Board Eugene Holman 
and President M. J. Rathbone. 


































Esso Standard Oil Company, Oklahoma Oil Company 
and Pate Oil Company. 
Greater Stability and Growth the Goal 

Besides achieving high operating efficiency, this 
consolidation would permit Jersey to market its own 
oil products from coast-to-coast under a new nation- 
wide brand name, which would enable the company 
to enter markets from which they have formerly 
been prohibited for various legal reasons. 


Ironing Out Humble’s Problems 

This consolidation will give Humble the advantage 
of broad markets for its products, lack of which 
has been a serious defect. It has been estimated that 
Humble’s crude oil and natural gas liquid proven 
reserves are sufficient to last for the next 37 years, 
or equal to more than double that of the domestic 
oil industry as a whole. 

But, up to now, Humble has refined only about 
73% of its own production and sold about 30% 
of their refinery products through their own distri- 
bution channels — while Jersey has supplied the 
greater percentage of the markets for Humble’s 
crude oil and products. This, together with the fact 
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that Humble’s oil reserves are STANDARD OIL CO. (N J) J : 
concentrated largely in Texas, | = | ns . impos 
where allowable production Oil Holding Co. : | : Ie the ne 
has been relatively lower than | Adjusted 
that of any other state, has Price Range 
acted to materially retard the Funded & Long Term Debt. $609, 140,057. The 
company’s earnings growth. Minority Interest: $312, 263,214 . opera 
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tion, is realistically realign- wher 
ing its planning to adjust to a somewhat slower sented by the subsidiaries, Imperial Oil in Canada as presi 
rate of growth in demand for oil. well as Creole and Int‘l. Petroleum in South America. rican 
As a result of conditions, management has con- Imperial produces only 29% of its refineries re- is sti 
cluded that its spare capacity to produce, refine and quirements. Most of the balance is imported from oil is 
transport crude oil is more than sufficient for the Venezuela. Creole, refines only 35% of its production trans 
next few years. and is one of the chief crude oil suppliers to Esso recep 
In addition to the greater emphasis on marketing, Standard in the United States, Imperial Oil in Ca- crude 
Jersey has also enlarged its budgets for research, nada and Lago Refinery in N. W. I. International pros} 
and in 1959 the company estimates it will spend Petroleum, producing, refining and marketing, oper- In 
nearly $63 million, or a record amount for this ates entirely in South America. for J 
purpose. A determined search will be made to up- The large decline in net income from 1957 to has t 
grade the value of a barrel of crude oil by develop- 1958 in the “Other Western Hemisphere” group, well 
ing new uses and new products, which will bring as revealed in the table, was due chiefly to the $89 secor 
in higher dollar realizations. = — rate aa wells 
. , . 2 Crude Oil ; ‘oulc 
Exploration for Low Cost Oil Will Be Continued an Refinery : 
Natural Gas Crude Net Income those 
While capital expenditures for production, refin- A. 2 —— 


ing and transportation facilities will be reduced, 
opportunities for increasing the company’s supply 
of low cost crude oil will not be abandoned. Neither 
will opportunities in refining, and transportation 
be ignored, if such additions provide more econom- 
ical operations or competitive advantages. In the 
next few years profitability of operations will pro- 
vide the most important yardstick for new invest- 
ments. rather than the old policy of expansion in 
facilities. 
Jersey’s Position Around the World 

A better understanding of Jersey and its prob- 

lems may be obtained from the geographical break- 


down of the company’s production. runs and net 
income as shown in the following table. 


Venezuela 


It is evident that “Other Western Hemisphere” 
operations, which contributed the largest share of 
profits as well as production and refinery runs, re- 
fers to Canada and Venezuela. This area is repre- 


Un'ted States 
1954 
1955 
1956 
1957 
1958 
Combined 5 yrs. 
% of total 


(thousands of barrels per day) 


422 
452 
474 
467 
410 
2225 
23% 


Other Western Hemisphere 


1954 

1955 

1956 

1957 

1958 
Combined 5 yrs. 

% of total 


Eastern Hemisphere 

1954 

1955 

1956 

1957 

1958 
Combined 5 yrs. 

% of total 


406 
445 
470 
472 
523 
2316 
23% 


Source: Annual reports to stockolders 


720 
784 
827 
760 
749 
3840 
33% 


1018 
1107 
1138 
1149 
5286 
45% 
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$133 
182 
218 
198 
147 

$878 
25% 


$ 319 
356 
413 
446 
262 

$1796 
52% 


$132 
171 
178 


153 
$794 
23% 
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million tax bite which the Venezuelan government 
imposed late in 1958. Lower product prices were 
the next most important profit deterrent. 


The United States 


The United States is the second most important 
operating area for Jersey and is represented by the 
following subsidiaries: 1) Humble, which produces 
130% of its refinery needs, supplies the markets in 
the Southeast and Southwest besides furnishing 
Esso Standard with both crude oil and some of its 
products for its east coast operations. 2) Esso 
Standard refines and markets on the east coast and 
operates the company’s large tanker fleet. 3) Carter 
Oil produces, refines and markets in the Rocky 
Mountain area and markets in the Pacific North- 
west. 


The Middle East 


The Middle East is the least important to Jersey. 
However, it continues to supply most of the grow- 
ing need for crude oil in Jersey’s Western European 
operations. 


Jersey in North Africa 


Jersey’s already excess capacity to produce and 
its continued participation in search for more re- 
serves in North Africa, raises the question as to 
where this new oil will be marketed. Mr. Rathbone, 
president of Jersey, recently stated that North Af- 
rican crude oil production, in any large quantities, 
is still several years away. But, when this crude 
oil is produced in substantial quantities, its large 
transportation cost advantage will help to find a 
receptive market in Western Europe. Middle East 
crude oil will then be left with only moderate growth 
prospects west of Suez. 

In North Africa, the most interesting prospects 
for Jersey so far, are in Lybia where the company 
has brought in two prolific oil discoveries. This first 
well was tested at 17,500 barrels per day and the 
second at 15,000 barrels daily. Should the next few 
wells have anywhere near the same potential, Jersey 
could have a field comparable in size to some of 
those in the Middle East. There is still, however, 


COMPARATIVE BALANCE SHEET ITEMS 
December 31 


1957 1958 Change 
(000 omitted) 

ASSETS 
Cash & Marketable Securities .... we $1,252,201 $1,298,714 $ 36,513 
Receivables, Net ............ ieciianis 903,234 946,615 + 43,381 
Inventories, Mat. & Supplie 989,533 875,992 — 114,441 
TOTAL CURRENT ASSETS . ia 3,154,968 3,120,421 — 34,547 
Eee eimai . 5,002,733 5,744,149 + 741,416 
Invest. & Other Rec. .......... 407,685 435,825 + 28,140 
Spec. Dep. & Stk. Plans 74,858 85.084 + 10,226 
Other Assets ........ccc ‘ 72,143 93,214 + 21,071 
TOTAL ASSETS .......... $8,712,387 $9,478,693 + 766,306 
LIABILITIES 
long Term Debt Mat — $ 15,109 $ 16,552 ¢ 1,443 
Accepts. & Notes Pay. .... 150,239 241,009 + 90,770 
Accounts Payable ............... einen 685,896 675,638 10,258 
OS Sa eee ‘ 137,028 155,794 + 18,766 
Reserves for Toxes ......... 406,132 443,573 + 37,441 
TOTAL CURRENT LIABILITIES 1,394,404 1,532.566 + 138,162 
Other Liabilities .......... 559,807 407,209 — 152.598 
Reserves .............. : 359,961 382,564 + 22,603 
Total Long-Term Debt 642,604 699,149 + 56545 
Capital Stock 1,424,419 1,504,228 > 79,809 
Surplus . 4,331,192 4,952,977 + 621,785 
TOTAL LIABILITIES $8,712,387 $9,478,693 +. 766,306 
NET WORKING CAPITAL $1,760,564 $1,587,855 —$172,709 
CURRENT RATIO . 2.2 2.0 — 2 


much exploration and drilling to be done in Lybia. 
Furthermore, transportation and terminal facilities 
are yet to be constructed before any large quantities 
of oil can be moved to markets. 

Corporate Structure of SONJ 


As it is now constituted, Standard Oil Company 
(N. J.) in the U.S. holds 98% interest in Humble 
Oil & Refining Company, 100% of Carter Oil Com- 
pany, 100% of Esso Standard Oil Company and 
50% interest in Ethyl Corporation, plus several 
other wholly-owned domestic subsidiaries. In Canada 
there is the 70° controlled Imperial Oil Ltd. and 
several partly owned pipelines. In Latin America, 
Jersey holds 95% of Creole Petroleum Corporation, 
97% of International Petroleum Company Ltd.. 
100% of Lago Oil & Transport Company, Ltd. and 
scattered interests in refining, marketing and trans- 
portation companies. In the Middle East it holds 
30% of Arabian American Oil Company and as- 
sociated pipeline, 50% of Standard-Vacuum Oil Com- 
pany, 12% of Iraq Petroleum Company, Ltd. and 
7% in the Iranian Consortium. In Europe Jersey’s 
dominant holding is the 100% owned Esso Pet- 
roleum Company, Ltd. (Please turn to page 204) 





Long-Term Operating and Earnings Record 











Percent 
Gross Net Net Earned 
Operating Income Operating Total Net Profit Earnings On Div. 
Income Taxes Income Income Income Margin Per Invested Per Price Range 
(Millions) % Share Capital Share High low 
1959 (1st 9 months) .. $6,020.0 $ $ $ $477.0 7.9% $2.22 % $2.25! 592-4614" 
RI enicnaconcnneicabieeie : 7,543.5 400.0 888.1 1,056.8 562.4 74 2.62 87 2.25 60'4-47'2 
ET -Sincisisnianbeaioniaiesies 7,830.2 404.0 1,169.7 1,317.7 805.1 10.2 3.96 13.9 2.25 68'2-4758 
1956 snanniaaabioei 7,126.8 430.0 1,193.3 1,348.3 808.5 11.3 4.11 15.8 2.10 62% -49'2 
Rr 6,272.4 414.0 1,078.3 1,003.3 709.3 11.3 3.61 15.1 1.76 51%-35'2 
_ Re 5,661.3 311.0 858.9 1,220.7 584.8 10.3 2.98 13.5 1.52 37%-24 
EERE , 4,137.7 329.0 843.6 975.5 552.8 13.3 3.04 16.2 1.50 26\4-22% 
RE sincscsbsiasiaisioiion sees a. 4,050.8 293.0 796.1 902.3 519.9 12.8 2.86 16.6 1.42 28%-24 
sere —-_* | 325.0 869.0 946.4 528.4 13.9 2.91 18.4 1.37 25\4-15%% 
SIT isasshichbaissesteildieiaibianecetochitis .. 3,934.5 207.0 634.8 698.5 408.2 13.0 2.25 15.7 83 153-11 
SORE Siishitsiaedabsaiastnnisdiniceanemeentias 2,891.9 115.0 415.2 457.9 268.8 9.3 1.49 11.5 67 12-10 
10 Year Aver. 1949-1958 ....$5,243.5 $322.8 $874.7 $992.7 $574.8 11.2% $2.98 14.5% $1.56 
1__Estimated for full year 1959. 2—Teo October 21, 1959. 
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THE HOT 
| COMPETITIVE STRUGGLE F ‘OR 
| THE SMOKERS’ DOLLAR 


By CHARLES SHAPIRO 


> The rash of new brands — pushed by stepped-up sales efforts — 
follows the pattern in vogue among household product manufacturers 
> What the leading companies are doing and planning . . . their 
financial — sales — and profits picture today — their 
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prospects looking to 1960 


HE advent on the market of such brands as Life, 

Belair, Riviera, Alpine, Duke and Spring is less 
a poetic and romantic affinity on the part of the 
top cigarette producers, than it is symptomatic of 
their accelerating and fierce competitive war for 
the consumer dollar. 

There is today a tension and excitement within 
the cigarette industry that has not been avparent 
since the halcyon days of George Washington Hill 
of the American Tobacco Company. 

The Intangibles 

Where will the currently marketed products go? 
What will the new ones do? What about the new 
cigarettes yet to come? And there are sure to be 
many more added to the already voluminous ma~ket 
of 117 brands. Are there newer, bigger, better 
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answers in the search for a “better” cigarette? 
Which way will the public go? It is these questions 
that haunt and prod the talent. energies and monies 
of the leading cigarette manufacturers in America. 
And the vocabulary of today’s tobacco men is verdant 
with such words as high filtration, high porosity 
paper, king size, tar, low tar, low low tar, and nico- 
tine. Each is an area of challenge. 

That challenge is large enough to keep the re- 
search laboratories going full speed, allowing new 
findings to materialize into new cigarette products, 
and huge advertising programs to back up the new 
offerings. 

Because the battle grounds for the consumer dol- 
lar will be in research, the product, and in advertis- 
ing fertility. 
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Position of Leading Tobacco Companies 
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*—Based on latest dividend rates. 


American Snuff Co.: The company manufactures more than one-third of 
the total national output of snuff. The business does not show growth, 
but the company is taking steps toward diversification. 81 


American Tobacco Co.: Sales of this company represent over one-fourth 
of the total U.S. output of cigarettes. Sales of Pall Mall and Tareyton 
cigarettes should continue to expand, although demand for the new 
filter-tip Hit Parade cigarette has not come up to expectations. Al 


Bayuk Cigars, Inc. accounts for about 15% of the total industry unit 
volume. New populor priced lines have shown gains in sales and earn 
ing. Cl 

Consolidated Cigar Corp. is the leading company in its industry, with a 
better-than-average record in recent years. This has been due to expan 
sion and aggressive merchandising, in great part. Cl 

General Cigar Co., Inc. manufactures low-priced and medium-priced 
cigars. The company was the first to develop binders, a process permit- 
ting substantial savings. C2 








RATING KEY: 
A—Best grade. 
B—Good grade. 


C— Speculative. 
D--Unattractive. 





King Consumer 


In essence, it is the product that will be the de- 
cisive factor in the public’s demand for a particular 
cigarette. The plethora of new brands puts on the 
consumer the kingly role of making the choice, mak- 
ing the brand. And while claims of certain cigarette 
companies “makes it good sense to smoke...”; 
“takes you away”; “Filter blend here means better 
smoking here”; “Has lowest tars of all leading low- 
tar cigarettes”; “...Refreshes you these 3 happy 
ways”; is “the safer cigarette”; is a “Real cigarette” 
— it is still the prosaic taste buds of the consumer 
that will decide his choice. 

Good advertising can lead a smoker to a cigarette, 
but it can’t make him smoke it. 

But what are the new entries on the market? 
What are their aims, their claims, their potential- 
ities? 

The Constituents 

In a recent tobacco trade monthly, these ac- 
cumulated headlines appeared: 

> AMERICAN TOBACCO ENTERS 
MENTHOLATED RIVIERA 
PHILIP MORRIS LAUNCHES ALPINE: 
BACKED BY HUGE AD CAMPAIGN 
P. LORILLARD INTRODUCES ITS 
KING SIZE SPRING 
BROWN & WILLIAMSON ENTER LIFE 
AND BELAIR IN CIGARETTE MARKET 
LIGGETT & MYERS ANNOUNCES THE 
DISTRIBUTION OF NEW SIZE FILTER 
CIGARETTE—DUKE OF DURHAM 


NEW 


NEW 


:-..3 F 
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Estimated 
1958 Ist 9 months 1959 
Net Net Net Sales Net Earnings Earnings Indicated 
Sales Per 1958 1959 Per Share Per 1959 Price Range Recent Div. 
(Mil.) Share -——(Millions) 1958 1959 Share Div. * 1958-59 Price Yield 
Gee GEE ccncterscemenes $ 214 $4.79 $11.52 $ 12.72 $1.20° $1.30% $4.90 $3.00 6312-43 58 5.1% 
American Tobacco ..................0. 1,103.0 8.55 526.9" 562.67 3.94- 4.26" 9.25 5.00 107'4-74% 102 49 
ee 40.4 1.53 10.4* 15.3° 51> 1.342 3.00 2.00 51'2-16% 51 3.9 
ee 82.1 2.541 37.9" 43.42 1.727 1.88" 2.70! 1.10! 32\4-14%8 30! 3.6 
NE SINS cncstscscneiticanceonssenseses 58.6 2.11 26.4° 30.5" 977 98> 2.20 -80 3358-16 31 2.5 
SEY Mt TE. siinonnpsnnanclnasaimanes 16.3 2.29 7.8° 8.32 1.14% 1.24% 2.50 1.70 34'2-23'2 32 5.3 
CN 556.0 7.60 411.9 418.5 2.14 2.15 8.10 5.50 9812-6558 95 5.7 
NII ‘icachcncconsiepndicebiniiianaeiin 479.1 4.02 221.22 240.42 1.98" 2.022 4.40 2.50 4855-168 43 5.8 
ne a 440.8 4.90 214.6° 225.72 2.137 2.422 5.25 3.00 65'2-43 59 5.0 
Reynolds Tobacco (R.J.) .............. 1,146.5 3.80 540.1- 610.5~ 1.772 2.107 4.50 2.20 58 -32 57 3.8 
slannanonaiien 29.8 1.83 7.0- 7.6> 42? 442 1.95 1.20 32%2-19%4 24 5.0 


!__Based on 2 for 1 stock split, effective 11/12/59. 
2—1st 6 months. 


Helme (G.W.) Co., Inc. is the third largest company in the snuff field 
As this industry has no basic growth, the company is attempting to 
diversify operations. 81 

Liggett & Myers Tobacco Co. ranks third among producers of tobacco 
products. The company’s main brand, Chesterfield, represents around 
one-half of its total cigarette sales Al 

Lorillard (P.) Co. is an important manufacturer of tobacco products, 
mainly cigarettes. The company’s new high-filtration Kent cigarette has 
met with favorable public acceptance. 81 

Philip Morris, Inc. is among the leading manufacturers of cigarettes, | 
including Marlboro, Philip Morris and Parliament. Recently, the company 
began national distribution of Alpine cigarettes 

Reynolds Tobacco (R.J.) is the leading factor in regular, filter-tip and 
mentholated filter cigarettes. Leading brands include Camel, Winston 
and Salem. Sales growth has been the most consistent in the industry. Al 
U. S. Tobacco Co. is an important manufacturer of snuff and smoking 
tobacco, with a long record of stable earnings 


1__|Improved earnings trend. 
2_Sustained earnings trend. 
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American Tobacco’s entry, Riviera, “combines 
natural menthol flavoring with a double ring of tiny 
air vents,” according to Paul M. Hahn, president of 
American. “It offers a new standard of coolness at 
no sacrifice of rich tobacco flavor’, he stated. 

The features of this new cigarette are a double 
ring of tiny air vents close to the outer filter wrap- 
ping. These attempt to effect an appreciable reduc- 
tion of smoke temperature before the smoke enters 
the filter tip. 

Because the vents are close up to the filter tip, 
they remain effective during the entire period of 
smoking and are not destroyed before the cigarette 
is finished. Thus the vents check the rise in tem- 
perature “which occurs in ordinary cigarettes (in- 
cluding those made with so-called high porosity pa- 
per) as they are smoked toward the butt end.” 

The American Tobacco Company further revealed 
that there is a twin or composite filter tip which 
“places Riviera in the high filtration cigarette 
category.” 

In introducing Alpine, Philip Morris calls it a 
high filtration cigarette with high porosity paper (as 
against American’s reference to “so-called porosity 
paper”) and a light touch of menthol. Test marketed 
in Rochester, Albany and Syracuse, “Alpine,” said 
Joseph Cullman, president of Philip Morris, ex- 
ceeded the company’s most optimistic predictions. 

A multi-million dollar compaign is planned for 
Alpine. 

P. Lorillard Company has introduced Spring, a 
king sized “air conditioned” filter cigarette featuring 
a new, Lorillard developed, (Please turn to page 206) 
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Watchful Waiting 


Probably some good rallies will 
come promptly in January in 
various stocks which meanwhile 
will be under considerable selling 
for tax-saving purposes. Many 
issues, mostly speculative, are 
down 25% or more from 1959 
highs, with some of these down 
further from older highs, es- 
pecially in the cases of aircraft 
and oils. Excluding the latter, de- 
pressed issues include a sizeable 
number which are basically of 
fair to good grade, such as Amer- 
ican Stores, Associates Invest- 
ment, Bendix Aviation, E] Paso 
Natural Gas, First National 
Stores, Halliburton, Pfizer and 
United Carbon. Watchful waiting 
for possible selective buying op- 
portunities around the end of the 
tax-selling pressure in late De- 
cember is now in order. 
Cross-Currents 

Behavior of the stock groups 
remains quite mixed, shifting 
from week to week, if not even 
day to day, in many instances as 
a result of transient technical 
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ror PROFIT ann INCOME 


factors. In recent trading sessions 
up to this writing, the weaker- 
than-average groups were prin- 
cipally aircrafts, aluminum, cop- 
pers, finance companies, machin- 
ery, metal fabricating, rail equip- 
ments and sulphur. Those per- 
forming better than average in- 
cluded automobile accessories, 
coal, drugs, dairy products, food 
brands, farm equipment, depart- 
ment stores, textiles, television- 
electronics and tobaccos. 
Copperweld Steel 
weeks 


In recent Copperweld 








Steel — recommended here for 
speculative buying at 45 in our 
issue of August 29 — has been 


an outstanding performer in the 
vacillating steel group. It recently 
reached a new high of 531% and 
is currently at 52. With most of 
the company’s divisions unaffect- 
ed by the steel strike, we con- 
tinue to expect 1959 earnings at 
least around $5.00 a share, with 
more possible and a good 1960 
gain probable. The stock could 
work higher, but at this level, we 
prefer holding it to new, or ad- 
ditional, buying. 


INCREASES SHOWN IN RECENT EARNINGS REPORTS 


Alpha Portland Cement 
Cutler-Hammer, Inc. 


Quar. Sept. 30 
9 mos. Sept. 30 3.44 


1959 
$1.81 


Fairchild Camera & Instrum. .........0.00ccccccceceee Quar. Sept. 30 1.16 


General Railway Signal 


9 mos, Sept. 30 1.25 


National Distillers & Chem. ...0...0.......cccccc0e Quar. Sept. 30 58 


New York Air Brake 
TT TR. scssecesicsncinces 





9 mos. Sept. 30 2.33 
9 mos. Sept. 30 1.30 
Quar. Sept. 30 92 
Quar. Sept, 30 53 


UNI IIIS. 5 sisceiseuicisnisbsnasaidtabeinsbesassinstabpaloasehsmpsnmsenanes 9 mos. Sept. 30 
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Leaders 


Some other individual stocks 
‘eflecting better than average de- 
nand are Aldens, Ampex, Amer- 
can Broadcasting - Paramount, 
Associated Dry Goods, American 
Motors, General Outdoor Advert- 
sing, General Foods, General 
ublic Utilities, Gillette, Heller, 
teynolds Tobacco, Studebaker, 
nd Universal Match. 


aggards 

The list of stocks performing 
elatively poorly is a long one, 
‘ven excluding the numerous air- 
‘rafts, food-store stocks and oils 
n it. Some issues are: Abbott 
vaboratories, American Invest- 
ng, Burroughs, Cincinnati Mill- 
ng Machine, Buffalo Forge, Bul- 
ard, Ex-Cell-O, General Cable, 
Bucyrus-Erie, General Bronze, 
yeneral Railway Signal, Fore- 
nost Dairies, General Steel Cast- 
ings, Ideal Cement, Industrial 
Rayon, Joy Mfg., Kresge, Sperry 
Rand, Sutherland Paper, U. S. 
Plywood, Worthington and Wrig- 
ley. 


Poor Response 


It had been hoped that Amer- 
ican Airlines would respond to 
publication of higher earnings re- 
sulting from its domestic lead in 
jet transports. Well, excluding 
profit from sale of old planes, 
third-quarter earnings from oper- 
ations were at an annual rate 
over $3.25 a share, highest in the 
company’s history; and a higher 
rate seems likely well into 1960. 
There was no response from the 
stock. It stands at 255, off from 
earlier 1959 high of 33%%. Pan- 
American, leader in international 
jet service, also remains a poor 
market performer at this writing. 


Tops 
The timing of tops — and bot- 


toms — in individual stocks and 
stock groups, diverges in many 
instances from the pattern of the 
industrial average. The latter’s 
1959 high to date was seen early 
iin August. The best 1959 level for 
oils came in January, and in the 
same month for natural gas pipe- 
line stocks. The year’s tops to 
date were seen in March for 
electric utilities, natural gas dis- 
tributors and for coppers; in Ap- 
ril for the construction group, 
and air transport; in May for 
aircrafts; in July for finance 
companies, metal fabricating and 
office equipments. 


Paper 


Consumption of paper in its 
various forms is at a high level. 
A new peak in total output is 
likely this year, and it should be 
exceeded in 1960. Excess capacity 
is still a factor; but is expected 
to become steadily less so over a 
period of time as growth of de- 
mand continues. Meanwhile there 
is restraint on pricing policies, 
and margins are generally nar- 
rower than in best past years. 
Earnings will be importantly 
higher this year, but below the 
1956 peaks in most cases. Per- 
formance of the group has not 
differed greatly from that of the 
industrial list in the market ad- 
justment since early August. 
Some of the better issues are 
Crown-Zellerbach, International 
Paper, Kimberley-Clark, St. Regis 
Paper, Union Bag-Camp Paper 
and West Virginia Pulp and Pa- 
per. Al! are priced rather liber- 
ally in relation to earnings, but 
worth holding for longer-term po- 
tentials. Need for hurry in new 
buying, under present market 
conditions, is not apparent. 


Surprise 


At a time of general concern 
about excess supply in the oil in- 




















DECREASES SHOWN IN RECENT EARNINGS REPORTS 


Black, Sivalls & Bryson 
Buffalo Forze 
III NED sccrseinninncnnensnneeninicinnnciennncnninoneemnminnion 
General Steel Castings 
NI INNIS ciricctianiencestidiniannneieciionbiadaiie 
BE IID IL. sshisstntaseicimninsarensinentietnnniiigiighen 
United Board & Carton 
TIE vsirenccceencteniecemernneis 
Manning, Maxwell & Moore ..........cccsssseeeee 
Minneapolis & St. Louis Rwy, ..........c.cccecceseee 








1959 1958 
Quar. Sept. 30 $ .19 $1.06 
Quar. Aug. 31 49 56 
9 mos. Sept. 30 1.37 2.25 
Quar. Sept. 30 17 59 
39 weeks July 25 19 .50 
6 mos. Aug. 31 24 47 
12 weeks Aug. 23 35 46 
Quar. Sept. 30 .60 66 
Quar. Sept, 30 34 -40 
9 mos. Sept. 30 1.33 1.73 
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dustry, with items of good news 
rare, Shell Oil has surprised the 
financial community by voting a 
2-for-1 split and a boost in the 
present $2.00 dividend rate to 
$2.20. The company has one of 
the best records in the domestic 
oil industry; and the split is not 
unprecedented. There was a 2- 
for-1 division in 1954; also a 10% 
stock dividend in 1956. Profit 
showed a good nine-month gain. 
It could reach something like 
$4.70-$4.80 a share for the full 
year, against 1958’s $3.83. That 
would roughly equal or slightly 
exceed best earlier earnings, if 
they were stated on the basis of 
present accounting used by the 
company. Shell ranks high among 
oil companies in its emphasis on 
petrochemicals. Selling around 15 
times earnings, the stock is now 
neither dear nor cheap. Probably 
the right policy for old holders 
is to sit tight. We do not think 
this is the time to look for buys 
in the oil group. 


Paint Business 


Excepting industrial - product 
uses (automobile finishes. for ex- 
ample) paint sales are predomin- 
antly for replacement. It is a big 
market, broadened by the huge 
total of postwar home and other 
building; and a market with 
cumulative growth. But there are 
hundreds of paint makers. mostly 
small, resulting in keen competi- 
tion. Some big ones (National 
Lead, Pittsburgh Plate Glass, 
Glidden) have larger interest in 
other lines. Some paint specialists 
(Cook Paint & Varnish and 
Pratt & Lambert) have no better 
than fair records. The outstand- 
ing company, world leader in 
paints and related items, is Sher- 
win-Williams. Largely held in in- 
stitutional accounts, the stock is 
inactively traded on the Amer- 
ican Exchange. Up for seven con- 
secutive years, gaining 86% over 


the period, profit was $13.25 a 
share in the fiscal year ended 


August 31. Dividends ($5.00 re- 
gular) are at a $5.50 total, with 
the seven vear growth about 60%. 
A 2-for-1 split will be effected in 
December, first since a like 1947 
split, with dividends perhaps go- 
ing to the equal of a regular $6.00 
on the present shares The rate 
of growth suggest irrent-year 
net not far from $15.00 a share. 

(Please turn to page 208) 
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INTERESTING TO 
NOTE — The rise in 
industrial production 
line between 1956-57 
was offset by econo- 


THE TREND FORECASTER | 


mic decline in that 
period, accurately 
forecasting heavy 
inventory accumula- 
tions. 
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Ww ith the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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(t)—Seasonally adjusted except stock and commodity prices. 
(a)—Computed from F. W. Dodge data 
(b)—Oomputed from Dun & Bradstreet data. 
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This we have done in our Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 


As can be seen from the chart, industrial activity in itself 
is not a true gauge of the business outlook — the right answer 
can only be found when balanced against the state of our 
economy. The Trend Forecaster line does just that. When it 
changes direction up or down a corresponding change in our 
economy may be expected several months later. 


The depth or height of the developing trend is clearly pre- 
sented in our Relative Strength Measurement line, which re- 
flects the rate of expansion or contraction in the making. When 
particularly favorable indications cause a rise that exceeds 
plus 3 for a period of time, a strong advance in general busi- 
ness is to be expected. On the other hand, penetration of 
minus 3 on the down side usually precedes an important con- 
traction in our economy. 


We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 


Current Indications of the Forecaster 


At the end of the third quarter, month-to-month 
changes in the components of the Trend Forecaster, 
as charted at the left, were showing a clear pre- 
ponderance of declines. Stock prices were well under 
their peak. Durable goods orders and average 
hours worked — two series directly affected by the 
steel strike — were in a significant downtrend. 
Business failures and housing starts two series 
which are in some degree influenced by tight money 
— were both deteriorating slowly. New incorpora- 
tions moved irregularly during the third quarter, 
ending up about where it began, and nonresidential 
construction contracts (also partly affected by tight 
money) declined sluggishly. Only industrial com- 
modity prices moved steadily higher. 

The Relative Strength Measurement had been de- 
clining significantly in the second quarter, before 
the strike began. During the third quarter it fell 
considerably further, and was some 5.0 points below 
the high of last May. The strike itself evidently 
accounted for at least half of this drop. 
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IN BRIEF 


CONCLUSIONS 





ties. Durables industries will be hard hit in November, 
and perhaps also in December. Production index to be 
rising sharply in early 1960, reaching new highs by 
Spring, after strike ends. 


TRADE — weakened in September, owing to combina- 
tion of steel strike and unseasonably warm weather. 
October a little better, and further rise expected in 
Despite disruption of the 


strike, look for big Christmas. 


MONEY & CREDIT — market has been stable for several 
weeks now, and no new tightening probable until steel 
production is back in full gear and inventory accumula- 
tion reaches a high level. 


COMMODITIES — still no sign of a price trend, and 
none expected in remainder of 1959. In first half of 
1960, look for moderate increase in industrial commod- 
ity prices, reflecting rapid inventory accumulation. But 
no resumption of general inflation expected in first half 
of next year and relatively stable consumer prices are 
probable. 



















































































































































MONEY AND BANK CREDIT 
(All Commercial Banks) 
BILLION 
| DOLLARS 
190 T+ +. . '. = She he . -. = + 
TOTAL LOANS & INVESTMENTS 
Scole left 
| 180 ttt 
YN | | | | 1} | 
| Ba | | BILLION 
J ||| | | | | DOLLARS 
170 | rT ] | | | +-150 
| am | 
THE ACTIVE MONEY SUPPLY* | 
(seasonally adjusted) | | r" ESE 
160 -——> Seale right~ rT] nae Ta T7714 
-- | | | 
4-7 a | 
ae | seen 
110 | 1 —+—} | t | t TTT Tt 4-130 
| | | ; | . 7% heen | 
|| an Ty | | | 
Vie ey yt | | 
100-4} TOTAL LOANS} tort ‘al t+ 
| | Seole left | [fra 7" 1 | | 
iad pert t | | | 
s | | | 
a Tt LLY ++ 
mak ~~ A GOVERNMENTS ag 
| Seale rig 
ee iii » 
| 
| ETT DAR 
« | 
MAMJJASOND JFMAMJJASOND T= 
1958 1959 
Sse 7, 1989 


































































BUSINESS ACTIVITY 4 
M.W-S. Index (1935-1939-100) 
330 | —T TT 
320 | | | = 
= 4 + 
310 | | 
LW a 
300! val | 444+ 
io | | £4 
| | | y | 
| 290 NaN =A Zi = --4 a 
i} r | | | a 4 
| 280 — : a T T T “4 = 
| | 17 
4 | 1 pa a 
| 270 ety o : Two 
| oe 4 Weeks 
nM | ff Ago 
| 260} +— | a | os han + + 
| . 
i 
| 250} +} 4} ++ 
Pt dt yd 
i} 240 |_| ae! | 
i) JAN “FER MAR APR. MAY TUNE WLY AUG. SEPT. OCT. NOV. DEC 
tL 











gross national 
in the second 
rate since 


N the third quarter of 1959, the 

product fell slightly below its rate 
quarter. This was the first decline in the 
the first quarter of 1958. 

The point made by the decline in this broad eco- 
nomic aggregate, is that the steel strike which ex- 
tended through virtually the entire quarter had a 
surprisingly wide impact. True, the decline was 
centered in inventory demand, which fell from 
a rate of over $10 billion in the second quarter to 
about $1 billion in the third quarter. In fact, 
real final demand—that gross national product 
iess change in inventories—actually about $6 
billion. Nevertheless, the national product data, to- 
gether with the underlying monthly statistics from 
which they are developed, point clearly to a rapidly 
broadening influence of the strike in the closing 
part of the quarter. 

For one thing, sales volume of consumer durables 
in the third quarter as a whole, fell below the sec- 
ond-quarter rate; this was the first decline in con 
sumer hard-goods sales since the second quarter of 
1958. Moreover, by September, the rate of sales 
had fallen sharply—much more sharply than is in- 
dicated by the decline in the quarterly average. The 
reason for this significant falling off in hard goods 
lies in a rapid spreading of uncertainty throughout 
a large area of the consumer sector, where it re- 
flects spreading unemployment, and fear of unem- 
ployment on the part of workers in steel-consuming 
industries. 

Also noteworthy is the fact that the very modest 


(Please turn to the following page) 


is, 


rose 


195 










































































Latest Previous Year 
THE MONTHLY TREND | un | oh hen "how Ape 
INDUSTRIAL PRODUCTION* (FRB) ........ | 1947-'9-100 | Sept. 148 149 137 
Durable Goods Mfr. ............cccee | 1947-'9-100 | Sept. 158 159 145 
Nondurable Goods Mfr. ................. | 1947-’9-100 | Sept. 145 146 133 
PREG  ....0..ccccrrccrcccrercrenceserersesrsssssensees 1947-'9-100 | Sept. 116 117 123 
RETA SARES®  ......ccrccccccrccccccccccesccscceseee $ Billions | Sept. 17.8 18.1 16.6 
Durable Goods ............c.ccccscceeeeeeseeeees $ Billions Sept. 5.8 6.1 5.1 
Nondurable Goods .... $ Billions Sept. Wg 12.0 11.5 
N Dep't Store Sales 1947-'9-100 | Sept. 146 149 135 
Ll MANUFACTURERS’ 
New Orders——Total* .............cccc0000 | $ Billions Aug. 29.1 30.8 26.1 
Bervalite Dee ...cc.c..cce..ccosccceccescese $ Billions | Aug. 14.0 15.5 12.2 
| Nonduroble Goods ....................:00+ $ Billions | Aug. 15.1 15.3 13.9 
l GPREROIIS® ....200rcrcccncceesssvccce-siscneeccceseee | $ Billions | Aug. 29.3 30.9 26.4 
Durable Goods 0.0... | $ Billions | Aug. 14.0 15.4 12.4 
| Nondurable Goods .................000+ $ Billions | Aug. 15.3 15.5 14.0 
BUSINESS INVENTORIES, END MO.* .. $ Billions Aug. 89.4 89.8 85.4 
|, IID saciccsntensnesscncttsinssviinnesen | $ Billions | Aug. 52.0 52.2 49.4 
, RNIN is iccsnsinissodtucessssstcusdubapinas | $ Billions | Aug. 12.5 12.5 12.1 
TI scncicatcecctnistorssistenssnenesipansiibaea $ Billions | Aug. 24.9 25.1 23.9 
| Dept. Store Stocks ...........cccceeeeeees | 1947-'9-100 | Aug. 160 159 148 
| CONSTRUCTION TOTAL ... | $ Billions | Sept. 5.1 5.3 4.7 
I a $ Billions | Sept. 3.5 3.6 3.2 
| EEA RTE $ Billions Sept. 2.1 2.1 17 
BE III ciniecssinssscacnccceencsipensiissnsiann $ Billions Sept. 1.4 1.5 15 
Housing Starts*—e ............ccccscseseees Thousands | Sept. 1325 1340 1255 
Contract Awards, Residential—b...... $ Millions Sept. 1466 1551 1460 
TR IMD crn encsessicnneicesnetisccesceessce $ Millions Sept. 1592 1532 1756 
EMPLOYMENT 
TE TI ccescccecsnccntasensessororoconses . | Millions Sept. 66.3 67.2 64.6 
Is ccacailiionl | Millions Sept. 52.5 52.1 51.2 
DOWOTNENRRE © nnccscccsssccscevcveccoonseseene Millions Sept. 8.1 7.8 7.9 
NO sc iccosensivcncictciccansnneenntats Millions Sept. 11.5 11.4 112 
| NE scciincisinsin wiatmuenaneticiandansiten | Millions Sept. 12.3 12.2 19 
| PRS TRIE cncicneccscecssssnscensessns | Hours Sept. 40.4 40.5 39.9 
| Hourly Earnings ...............:0008 | Dollars Sept. 2.21 2.19 2.14 
Weekly Earnings .............:00 | Dollars Sept. 89.28 88.70 88.39 
| — —= 
PERSONAL INCOME ............c.cccccscccerere $ Billions Sept. 380 380 364 
Wages & Salaries .......0....0..cccceccocerees $ Billions Sept. 258 259 243 
Proprietors’ Incomes. ...............0+ $ Billions Sept. 56 57 59 
Interest & Dividends .................. $ Billions Sept. 37 36 33 
Transfer Payments .............:-:eeee $ Billions Sept. 27 27 27 
PR IID: ccinscsininnicerrccscenrseennesencins $ Billions Sept. 13 14 18 
CEPR, PUIG cnc ccccsseseccccsoscoccosenss 1947-'9-100 | Sept. 125.2 124.8 123.7 
SRE nae 1947-'9-100 | Sept. 1187 1183 =: 120.3 
Clothing .......cccee00 nineteen 1947-'9-100 Sept. 109.0 108.0 107.1 
BNI sciceinsnenionvitnnteebiinianimatigntaenntianintt 1947-'9-100 | Sept. 129.7 129.3 127.9 
MONEY & CREDIT 
All Demand Deposits* ..................- $ Billions Sept. 112.1 112.9 108.9 
I ED vvcciicscncicescsseniccsnennes $ Billions Sept. 95.4 91.0 87.3 
Business Loans Outstanding——«........ $ Billions Sept. 30.3 29.9 N.A., 
instalment Credit Extended” .......... $ Billions Aug. 4.1 4.1 3.4 
Instalment Credit Repaid” ................ $ Billions Aug. 3.6 3.6 3.4 
FEDERAL GOVERNMENT 
Budget Receipts ...............cescseenenseeesees $ Billions Aug. 57 3.2 48 
Budget Expenditures ...............s:00- $ Billions Aug. 6.3 6.6 62 
Defense Expenditures ...............00++ $ Billions Aug. 3.7 3.7 3.5 
Surplus (Def) cum from 7/1 ........... \$ Billions Aug. (3.9) (3.3) (5.0) 





PRESENT POSITION AND OUTLOOK 


gain in total spending (which re- 
flected mainly a rise in uncontrol- 
lable spending for essential serv- 
ices such as rent and medical 
bills) was accompanied by no in- 
crease in personal incomes, and as 
a result the personal saving rate 
fell to the lowest level in several 
years. 

Caution and uncertainty have 
therefore been induced throughout 
the consumer sector, and it may 
take several months for it to evap- 
orate. Required in particular for 
its evaporation is a clear, nonran- 
corous settlement in the steel in- 
dustry, followed by reasonably 
rapid settlements in the several 
other important industries in 
which negotiations are now in pro- 
gress or about to commence. La- 
bor peace is an essential assump- 
tion for the now widely expected 
“post-strike boom.” 





. * . 


THE PROFITS RATE — in the second 
quarter of 1959 the before - tax 
earnings of American corpora- 
tions rose to the record rate of 
$52.6 billion—or almost $6 billicr: 
above the rate in the first quarter. 
The long-awaited announcement 
of this figure by the Department 
of Commerce thus confirms what 
was clearly evident in earnings 
statements of individual compan- 
ies. While the figure thus hardly 
makes current news, it puts a new 
dimension on the profits prospects 
of the corporate sector in the post- 
strike recovery, assuming such a 
recovery now occurs. While profits 
doubtless fell sharply in the third 
quarter, and are unlikely to rise 
much in the fourth quarter, earn- 
ings in the first and second quar- 
ters of 1960 should now be placed 
at close to $55 billion a year. This 
would be well over 10% more 
than at the previous peak in late 
1955, and would mark an historic 
new benchmark for earnings. 
This, of course, does not necessar- 
ily mean a rising stock market. 
for the earnings outlook has al- 
ready been discounted to a large 
extent, at current price levels. 


* * * 


INVENTORIES — here is a major 
dimension of the new boom shap- 
ing up in the shadow of the steel 
strike. At the start of the strike, 
inventories were already in a rela- 
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QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY PRESENT POSITION AND OUTLOOK 
In Billions of Dellare—Seasenalty Adjusted, af Annve! Retes 
tively low relationship to sales, 
an ~ lemme 19581 except, of course, inventories of 
SERIES — — — — steel itself, which had been built 
up to high protective levels in the 
481.0 484.5 470.2 4440/ preceding months. In the course 
— —e 189 29441 of the strike, total business inven- 
69.0 775 69.8 54.2 adv: ; 
0.5 —18 09 16| tories have stopped advancing, 
. 99.0 977 974 938] and total sales rates have fallen 
ave 54.0 53.9 53.8 53.6] sharply. However, with the re- 
out 45.0 4.8 43.8 408! sumption of output, and the ex- 
nay PERSONAL INCOME 381.0 381.1 3718 336.4 pected climb of sales volume, in- 
_. Tex & eten Payments ..........--000s00 45.8 45.8 444 42.9] ventory-sales ratios will doubtless 
or Disposable Income ................-- 335.2 335.3 327.4 320.4 » restored to about the level pre- 
an- Consumption Expenditures — 313.5 311.2 303.9 294.4 be Egg —. ‘th » strike. It E . 
i i Personal Saving—d .........c..c--ccrsessessees 21.7 24.1 23.5 26.0 valling berore e st . « 
_ fairly safe hypothesis, therefore, 
“1 CORPORATE — PROPS ............ = rs $83 that inventory accumulation will 
ra Corperate , . ‘ dessa ee a. ail 
ah Corporate Not Preft <csscccccssssnccccsoune 270 2338 195} soon be resumed, and at a rapid 
mn Dividend Payments ....... _— 13.0 128 12.6 rate. ; ’ : 
ro- Retained Earnings .... . ..........---ssss- 14.0 110 6.9 How rapid, however, remains in 
4a~ PLANT & EQUIPMENT OUTLAYS ......... 34.3 32.5 304 294 | doubt. At current levels of interest 
ip- rates, businessmen are under- 
ed THE WEEKLY TREND standably reluctant to borrow to 
carry inventory. Moreover, it has 
Week Latest Previous Year been typical postwar experience— 
; Unit Ending Week Week Age demonstrated during the early 
ne — rears > Pi ‘ ‘ 21 
soe MWS Business Activity Index*..| 1935-'9-100 Oc. 17 | 2744 2753 2050 | Years of the period, and again 
- MWS Index—per capita’......| 1935-'9-100 Oct. 17 | 2006 201.4 2120 during the period of Korean war 
a- Steel Production ............cccsesee % of Capacity Oct. 24 13.1 13.0 75.1 shortages—that business can sur- 
of |) Auto and Truck Production ....| Thousands Oct. 24 142 163 90 vive with much less inventory 
Paperboard Production ............ Thousand Tons Oct. 17 333 331 314 : . : ado — an 
r Paperboard New Orders .......... Thousand Tons Oct. 17 286 376 283 one dagen ge ba pe eded a It hi — 
at Electric Power Output* .......... . | 1947-'49-100 Oct. 17 251.5 255.4 235.4 probable that the rate of re ouild- 
nt Freight Carloadings ................-. Thousand Cars Oct. 17 58! 559 696 ing inventories will accordingly 
nt Engineerings Constr, Awards ....| $ Millions Oct. 19 261 264 251 fall well below the $10 billion rate 
at Department Store Sales ............ 1947-'9-100 Oct. 17 160 151 146 O e seconc arter — % 
a Demand Bepesie—c ............. $ Billions Oct. 14 60.9 60.1 56. ; Frage oe 1 — oop r reason 
4 Business Failures—s .................. Number Oct. 15 252 274 288 able guess Is about $/ Dillion. 
lv *Seasenally adjusted. (a)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d)—Excess of 
We disposable income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial 
~ centers, (na)—Not available. (r)—Revised. (s)—Data from Dun & Bradstreet. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & 
Ss Exch. Comm., Budget Bureau. 
= 
a THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
Ss 
d No. of 1959 Range 1959 (Nov. 14, 1936 Cl.—100) High low Oct.16 Oct. 23 
Issues (1925 Cl.—-100) High Low Oct.16 Oct. 23 100 High Priced Stocks . 306.7 268.4 288.4 285.7 
e 300 Combined Average ........... 492.4 436.9 466.5 461.9 100 Low Priced Stocks .. 665.9 585.4 636.0 628.5 
i 
é' 4 Agricultural implements ...... 492.4 356.2 447.0 443.5 5 Gold Mining ......... - 996.6 853.0 971.3 954.4 
m4 3 Air Cond. (‘53 Cl.—100) .... 137.2 110.5 116.5 112.9 4 Investment Trust ............. 190.6 167.0 168.8 168.8 
| 10 Aircraft (‘27 Cl.—100) ........ 1375.1 1019.1 1080.5 1068.2 3 Liquor (‘27 Cl.—100) ...... 1624.8 1429.2 1489.4 1474.3 
S 7 Airlines (‘27 Ci.—100) ...... 1429.4 1079.6 1229.5 1179.5 ND  ccccsntsccemsnrncen 563.2 452.4 510.0 505.6 
-) 4 Aluminum (‘53 Ci.——100) ... 594.5 392.0 521.3 504.0 I eintictiniccticannninnien 414.0 253.1 414.0 409.1 
a © PBITIBIID. nncnccsesccesceexs ‘ 252.6 200.5 239.1 233.3 4 Meat Packing ................... 267.2 204.4 255.5 255.5 
; 6 Automobile Accessories .... 525.8 413.4 517.8 501.8 5 Meat Fabr. (‘53 Ci.-100) . 211.2 181.3 195.4 188.3 
v 6 Automobiles ................. ; 136.7 93.7 135.8 136.7H 9 Metals, Miscellaneous ...... 409.6 343.8 362.0 365.7 
4 Baking (‘26 Cl.—100) ........ 41.3 38.7 39.8 39.0 4 Paper ....... cictianininedeieniieti 1287.1 1170.1 1275.4 1263.7 
. 4 Business Machines ....... .... 1395.5 1173.8 1212.9 1199.9 22 Petroleum .................. ; 885.5 710.1 718.4 710.11 
En ; 835.5 692.9 781.9 754.0 21 Public Utilities ................. 365.4 334.9 345.1 345.1 
4 Coal Mining .................. iin 37.8 28.1 35.0 35.9 6 Railroad Equipment ...... , 104.1 86.9 96.3 96.3 
4 Communications ................... 203.8 164.6 190.7 187.5 20 Railroads .......... ivabiuns 78.2 68.1 72.4 70.3 
, I scdcicssmcersmictineenes 178.9 155.6 160.3 160.3 3 Soft Drinks ....... sili 709.3 599.8 697.8 692.0 
- 1142.6 988.8 1032.8 1010.8 12 Steel & Iron ................ semen 476.4 392.5 472.6 457.3 
6 Copper Mining ..................... 344.6 280.7 308.5 311.2 0 Fe 144.7 95.2 103.0 101.7 
2 Dairy Products ................... 163.1 138.8 153.1 153.1 ne 863.3 618.8 6265 618 8L 
6 Department Stores .............. 141.5 119.1 137.9 136.8 11 TV & Electron. (‘27 Ci.-100) 107.1 65.6 92.0 92.6 
5 Drugs-Eth, (‘53 Cl.—-100) .... 475.4 379.5 411.5 419.5 BD III: cccchanssinnenincesonsticneninnie 259.6 176.6 225.5 217.2 
6 Elec, Eqp. (‘53 Cl.100) ... 335.3 268.8 322.0 322.0 3 Tires & Rubber .............. 281.8 216.1 247.9 241.6 
3 Finance Companies ... 769.7 661.8 683.3 690.5 IID piieeunadinantinssinimnsnnens ; 193.2 172.9 191 5 193.2H 
5 Food Brands ............. 470.0 406.3 438.1 434.1 3 Variety Stores. .................. 363.9 331.4 357 350.9 
| 279.6 244.4 252.5 252.5, 20 Unclassif’d (49 Cl.—100) ... 284.9 239.8 256.4 258.8 
= H — New High for 1959. L — New Low for 1959. 
T 
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Trend of Commodities 





SPOT MARKETS—Industrial raw materials were a strong feature 
in the two weeks ending October 23, with metals in the lead. 
Continuing strikes were mainly responsible for higher prices 
of copper scrap, steel scrap and zinc. The BLS daily index 
of metals rose 4.7% in the period under review to reach a 
new high for the year. Foodstuffs, cotton and tallow all de- 
clined, but the strong advance in metals, combined with a 
good gain for rubber, resulted in a 1.6% rise in the BLS 
over-all index of 22 sensitive commodities. 

The rank and file of commodities remained in a narrow 
range in the period under review. Farm products resumed 
their decline but most other commodities were steady and 
firm. The BLS comprehensive weekly wholesale price index 
closed at 119.1 on October 20, unchanged from two weeks 
earlier. 


FUTURES MARKETS—Futures markets were almost unanimously 


higher in the two weeks ending October 23, with fears of | 


strike-induced shortages contributing to strength in some 
eases. Futures prices for wheat, oats, lard, cotton, world’ 
sugar, coffee, cocoa, hides, rubber, copper, zinc and leaurv- |) 
improved, while only soybeans and wool were lower. The 
Dow-Jones Commodity Futures Index rose sharply, adding 





2.79 points, to close at 150.76. 


Wheat futures were buoyant in the period under review, | 
the March option, for example, adding 334 cents and reach- | 


ing a new high for the life of the contract. Traders were 
favorably influenced by improved domestic demand, an active 
export market and reluctance to sel! on the part of growers. 
Indications that placements of wheat in the government loan 
remained high, also helped prices. 





























































































































































































































BLS PRICE INDEXES Latest 2Weeks 1Yr. Dec.6 

1947-1949—100 Date Date Ago Ago 1941 

All Commodities Oct. 20 119.1 119.1 119.0 60.2 

Farm Products Oct. 20 86.1 86.4 92.3 51.0 

Non-Farm Products Oct. 20 128.5 128.4 126.4 67.0 

22 Sensitive C Oct. 23 86.5 85.7 86.9 53.0 

9 Foods Oct. 23 75.2 75.3 83.1 46.5 

13 Raw Ind’l. Materials Oct. 23 32 685 85 33 

5 Metals Oct. 23 104.5 99.8 98.9 546 

4 Textiles Oct. 23 79.0 78.8 77.2 56.3 

MWS SPOT PRICE INDEX 
14 RAW MATERIALS 
1923-1925 AVERAGE—100 
AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 

1959 1958 1953 1951 1941 

High of Year 161.4 154.1 162.2 215.4 85.7 

Low of Year 152.1 146.5 147.9 176.4 743 

Close of Year 152.1 152.1 180.8 83.5 

DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 

1959 1958 1953 1951 1941 

High of Year 152.7 159.0 166.8 215.4 84.6 

low of Year 144.2 147.2 153.8 174.8 55.5 

Close of Year 147.6 166.5 189.4 84.1 
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PERCENTAGE INCREASE 


U.S. motor truck registrations have gone up an 


estimated 19.9 per cent since 1953 
he number of PuRE 


TruckStops hos climt 5.9 per cent 


— -— : = 
er ° ’ 
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PURE leads the field in service 


to a growing industry 


The Pure Oil Company now has over 40 per cent 
of the specialized truckstop stations in its marketing area — 


and more are on the way 


In the early fifties, The Pure Oil 
Company recognized the growth 
potential of the trucking industry 
and the need for special service 
stations that would meet the needs 
of truckers. 

Today PURE, industry leader in 
truckstop service, has 235 of these 
high-volume outlets strategically 
located along key truck routes 


from Minnesota to Florida, from 
the Dakotas to the Eastern Sea- 
board. 

Pioneering like this—the constant 
search for new and profitable mar- 
keting opportunities—is another 


of the ways we are able to keep the /: ~ , 
y pt = 


sure in PURE for you. 
THE PURE OIL COMPANY, 35 East 
Wacker Drive, Chicago 1, Ill. 


BE SURE WITH PURE 
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Countries Where End Of 
Import Restrictions Will 
Check U.S. Gold Outflow 





(Continued from page 179) 


against U.S. exports is available 
at the Commerce Department. 
The commodities concerned are 
too numerous to be named here. 
Suffice it merely to note the 
countries where various types of 
American exports are injured: 
Austria, Australia. Benelux, Bra- 
zil, Burma, Italy, Canada, Ceylon, 
Chile, Cuba, Dominican Republic, 
etc.,—in fact all 33 GATT count- 
ries listed in the accompanying 
table. 

In Cuba, for example, registra- 
tion taxes on cars apply on an 
increased scale, depending on the 
value of the car, with the effect 
being discriminatory on U.S. 
cars. In addition to the registra- 
tion taxes, cars are subject to 
additional, heavy graduated taxes. 
The automobile registration tax 
ranges from $29 to $5,000, the 
low figure applying to autos hav- 
ing a value of up to $1.500, thus 
favoring European makes. 


France also taxes cars on a 
graduated scale according to 
horsepower, which again hits 
U. S. automobiles. The French 
import licensing system has re- 
stricted the French market for 


U. S. machinery. industrial 
equipment and all kinds of 
manufactured consumer goods. 


There is significant disnvarity in 
France between the OEEC and 
dollar liberalization lists. By Sep- 
tember 1959, France had freed 
about 93° of OEEC imports but 
only 60% of dollar goods. Still 
under license from the U.S. but 
not from the OEEC countries, 
were various types of man-made 
fibers, industrial and laboratory 
electric furnaces and ovens, cer- 
tain calculating machines, ac- 
counting machines; various types 
of chemicals; bearings of all 
kinds; much electrical and elec- 
tronic equipment; and various 
types of machine tools. 


Germany has undertaken to lib- 
eralize import restrictions, but 
there is still discrimination 
against U. S. “neat leather,” and 
coal. India still restricts imports 
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of U. S. cars, to favor local manu- 
facture. Also, many types of capi- 
tal goods may be imported only if 
covered by long-term credits or 
equity investments. Of Italy, the 
US Commerce Department states: 
“Discrimination against .. . dol- 
lar goods is obvious and its meas- 
ure is indicated by the fact that 
the dollar negative list comprises 
about 45% of the Italian separate 
tariff . . . classifications . . . while 
the OEEC negative list includes 
only slightly over 1 percent of the 
sins 


Japan in recent years has re- 
duced discrimination against dol- 
lar goods. Japan holds to a mini- 
mum, imports of “dollar” con- 
sumer goods and certain types of 
machinery deemed nonessential 
or where home production is ade- 
quate. At the same time certain 
Japanese goods through various 
devices, are deliberately excluded 
from the U. S. None the less, 
Japan is in 1959 our second best 
export customer. 


New Zealand licenses practical- 
ly all imports. Only 59 items from 
dollar countries are discriminated 
against, but these have comprised 
a quarter to a third of U. S. ex- 
ports to that country in recent 
years, including such items as 
autos, tractors, sewing machines, 
textiles, timber, plywood, plastics 
and synthetic rubber. As New 
Zealand finds alternative sources 
of newer products elsewhere it 
stops imports from us. 


The UK has made significant 
progress in eliminating discrimi- 
nation against U. S. goods and 
services, most recently by the 
trade relaxations of last June. A 
number of U. S. commodities thus 
have been freed of the limitations 
of the “token import plan.” A de- 
cline of UK butter production, 
brought about in August the free- 
ing of butter imports from dollar 
areas. Still discriminated against 
are hoisery, sports equipment, 
toys & games, stationary & office 
supplies, cutlery, costume jewelry, 
paper products, certain textiles & 
apparel, some photographic ap- 
paratus, pharmaceuticals, etc., all 
requiring individual licensing. 
The “dollar negative list”, more- 
over, controls imports of various 
foodstuffs; textiles; gas & chemi- 
cal plant; lifting, hauling & trans- 


porting machinery ; refrigerators ; 
etc. Licensing coutrols still are 


maintained on cotton, tobacco, 
petroleum products, aircraft, etc , 
although trade in these goods is! 
licensed at a relatively high leve’. 


U. S. exports are handicappec, 
along with the exports of others, 
in trading with the British Com- 
mronwealth, because of the long- 
standing Commonwealth prefer- 
ence, but in recent years this has 
tended to become a diminishiny 
handicap for us. It has becom: 
less important in Australian and 
New Zealand trade and, to judge 
by the trade figures, is of mino’ 
significance to us in Canada. The | 
European Common Market ani 
the coming Free Trade Area simi- 
lariy wil favor members’ goods 
over these of others. i 

The multitude of foreign -~ 
strictions on trade and payments. | 
and the trequent changes always | 
being announced, make it difficul: 
for the world trader to keey 
abreast of the situation. A world- | 
wide summary in tabular forn 
dated May 25, 1959, is available 
from the Commerce Department 
A revision of it is planned for | 
November publication. An appen- 
dix in the President’s third an- 
nual report to the Congress on the 
trade agreements program made 
last June gives comments on trade 
relaxation in four dozen indivi- 
dual countries. The Commerce 
Department keeps abreast of for- 
eign government actions in the 
field of non-tariff trade restric- 
tions and publishes changes as 
they occur, in Foreign Commerce 
Weekly. 


So long as foreign countries 
gain in economic strength we may | 
look for further progress in the 
reduction of discrimination 
against dollar trade. Trade and 
exchange controls, however, con- 
tinue to be widely used, particu- 
larly by non - industrialized 
countries, and in some cases have | 
lately tended to be tightened. 
Even where such controls do not 
discriminate against U. S. trade, 
we are affected. Whereas plentiful 
dollars today promote, or should 
promote, dismantling of discrim- 
inatory controls, such relaxation 
offers no guaranty that, in the 
event dollars again should be- 
come scarce in the countries con- 
cerned, discrimination will not be 
re-instituted. An old dog doesn’t 
forget his old tricks. END 
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SIUM SOUTHERN RAILWAY SYSTEM 


WASHINGTON, 0. C 











ROCKWELL 








SELELEL 


QUALITY STANDARD 
OF THE INDUSTRY... 


continues to serve: 
* Transportation * Construction 
* Agriculture * Petroleum 
* Public Utilities * General 
Industry and Government 
better with Rockwell-Standard: 
¢ Axles * Transmissions 
* Torque Converters 
© Leaf and Mechanical Springs 
* Bumpers * Cushion Springs 
¢ Brakes * Forgings * Stampings 
* Grating * Universal Joints 
* Executive Aircraft 
and recently added: 
* Lighting Standards 
e¢ Gas and Liquid Filters 
DIVIDEND NOTICE 





The Board of Directors has today 
declared a regular quarterly dividend 
of fifty cents (50¢) per share on the 
Common Stock of the Company, 
payable December 10, 1959, to stock- 
holders of record at the close of 
business November 17, 1959. 

A. A. Finnell, Secretary 
October 26, 1959 


ROCKWELL-STANDARD CORPORATION 


Coraopolis, Pennsylvania 














DIVIDEND NOTICE 
SKELLY OIL COMPANY 


The Board of Directors to- 


day declared a quarterly 
(SKELLY ) 


cash dividend of 45 cents 
per share on the common 
stock of the Company, pay- 
able Dec. 4, 1959, to stock- 
holders of record at close 
of business Oct. 30, 1959. 
October 20, 1959 


LOUIS B. GRESHAM, 
Secretary 




















SOUTHERN 
NATURAL GAS 
COMPANY 


Birmingham, Alabama 


Common Stock Dividend No. 83 


A regular quarterly divi- 
dend of 50 cents per share 
has been declared on the 
Common Stock of Southern 
‘Natural Gas Company, pay- 
able December 14, 1959 to 
stockholders of record at the 
close of business on Novem- 
ber 30, 1959. 

W. S. TARVER, 
Secretary 
Dated: October 23, 1959 
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Should You Switch To 
Bonds Today? 





(Continued from page 166) 


vide a dependable hedge against 
the inflationary forces at work 
in the country’s economy. Cer- 
tainly it would seem that partici- 
pation in the ownership of the 
nation’s industries whose rate of 
activity and profitability are stim- 
ulated by inflation, would provide 
a better medium for protection 
against rising prices than fixed 
income dollar obligations. How- 
ever, it is possible that the infla- 
tion argument can be over-work- 
ed to a point where stocks are so 
driven up in price and bonds are 
so depressed that alert investors 
see better income and safety po- 
tentialities in selected bonds than 
in stocks. 

The history of America’s 
money market during the past 
decade has been one of periods of 
alternation between so-called easy 
money, or low interest rates, and 
tight money, or high interest 
rates. If the present period of 
tight money is to be followed 
eventually by one of easy money, 
the decline in interest rates will 
result in a rising level of bond 
prices. 

This would also mean that busi- 
ness conditions generally would 
be less active than they are to- 
day so that the level of the stock 
market might well be lower. 

If this occurs, the investor 
who today shifts the emphasis 
of his portfolio away from stocks 
and toward bonds will have 
proved to have been well ad- 
vised. 

If, however, we are headed for 
higher levels of business activity 
and general prosperity, interest 
rates may be expected to rise 
still further with a continuation 
of tight money and higher stock 
prices, 


Striking a Balance 


There are many uncertainties 
in our economic position today, 
and the level of the stock market 
is generally conceded to be on the 
high side. At the same time, the 
bond market is under pressure, 
with yields at the highest levels 
in over a quarter of a century. 
Under these conditions, some de- 


gree of hedging through a partial 
shift of funds from stocks to 
bonds would seem to be advisable. 
This already seems to be taking 


e 


place to some degree, with con-| 


sequent affects on both the stock 
market and bond markets. How 
much further the shift from 
stocks to bonds may go remains 
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to be seen. However, the balanc- | 


ing effect of a modest amount of 
shifting should have salutary af- 
fects on both equity markets anc 
hond markets in that extremes 
are counteracted. Perhaps the 
brightest aspect of the change ir 
emphasis away from equities anc 
toward fixed income obligations 
is that it reflects some diminution 
in the fear of inflation and in the 
belief that inflation is inevitable 
If investors become convinced 
that there can be sound money 
and that fixed income obligations 
will be honored with sound 
money, a large part of the battle 
against inflation will have been 
won. END 





Is Consumer Credit Growth 
Malignant Or Benign? 





(Continued from page 173) 


reveals that this form of con- 
sumer credit is most frequently 
used by families with incomes 
ranging from $2,000 to $7,500 
per year. There is evidence that 
skilled and semi-skilled workers, 
civil servants and unskilled and 
domestic workers account for 
about three quarters of consumer 
credit. Professional and semi-pro- 
fessional people account for less 
than 5% of the total. While there 
may be no such person as a typic- 
al borrower of consumer loens, 
it does appear that if there were 
such an individual he would be 
relatively young (25-34 years of 
age), and would be in the lower 
income brackets. Finance Com- 
pany records might also show 
that there are many regular cus- 
tomers. 

It is difficult to generalize con- 
cerning the relative vulnerability 
to shifting business conditions, of 
the borrower of consumer loans. 
Certainly these borrowers. 
have come through all recent 
business recessions with excellent 
repayment records. It can be 
hoped that this record will be 
continued intact in the future. 
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One way to help assure this might 
be to emphasize repeatedly the 
need for restraint and wisdom in 
the use of this type of credit in- 
strument, which is an excellent 
servant but might prove to be a 
bad master. 


What the Money is Borrowed For 


An examination of the break- 
down of consumer credit by 
major parts over the past two 
decades reveals several interest- 
ing facts, some of which are sum- 
marized following: 

@ Automobile paper continues 
to represent the largest single 
class of consumer credit. 

It accounted for about 43% 
of all installment credit as of July 
81, 1959, and it is interesting to 
note that in 1941 this type of loan 
comprised 40% of all installment 
credit outstanding at that time. 
Higher prices for cars and in- 
creasing car sales have accounted 
for the steady growth in auto- 
mobile installment loans. As the 
new 1960 models move into the 
hands of the buyers, a new up- 
surge in this type of consumer 
credit is expected. 

@ Other consumer goods pa- 
ver and repair and modernization 
loans have risen steadily over the 
past two decades, having doubled 
since 1951 and grown between 5 
and 7 times since 1939. 

@ The rate of growth of per- 
sonal loans has been greater than 
that of all other types of con- 
sumer credit with the exception 
of automobile loans during the 
period since 1939. In this period, 
personal loans have risen about 
9 times, while automobile install- 
ment credit has shown about a 
tenfold gain! 


The New Trend in Consumer Credit 


The trend seems to be for per- 
sonal loans to assume an increas- 
ingly important role in consumer 
credit. There are no indications, 
however, that installment loans 
to finance the purchase of auto- 
mobiles will lose their position 
as the largest single component 
of consumer credit. 

With respect to holders of con- 
sumer credit, perhaps the most 
significant development _ since 
1939 has been the increasing im- 
portance of commercial banks in 
this field. Statistics show that 
whereas commercial banks held 
less than a quarter of all con- 


NOVEMBER 7, 1959 


sumer debt in 1939, they now hold 
about 37%. 

Back in the 1930’s many com- 
mercial banks thought it was im- 
proper for them to engage in 
making installment loans to in- 
dividuals. They did make loans at 
low interest rates to sales finance 
companies which in turn granted 
personal credit to individuals at 
higher rates. After the war, when 
it became apparent that a major 
redistribution of incomes was 
taking place, the commercial 
banks, to an increasing degree, 
awoke to the opportunities for 
profit which existed in doing 
business directly with the aver- 
age middle-income borrower. 

Greater interest in personal 
loans on the part of commercial 
banks has expanded the sources 
of these loans. Advertising by 
the banks of the availability of 
consumer credit of all types at 
bank branch offices and at bank 
rates has stimulated interest in 
such loans. And, finally the com- 
mercial banks have contributed 
to the new and broader types of 
loans made available, as well as 
to the tendency to facilitate the 
granting of such loans more 
promptly and with less stringent 
conditions attached. 


The Price Paid 


What about the cost of con- 
sumer credit? Whether paid di- 
rectly or indirectly, openly or hid- 
den in the price of the product, 
the cost of consumer credit tends 
to be high when placed on a true 
interest rate basis. This is due in 
large measure to the fact that 
a considerable amount of admin- 
istrative, investigative and cleric- 
al work is involved in conducting 
a personal credit operation, whe- 
ther it be a sales finance company 
or a commercial bank. Jt has 
been pointed out that in check 
credit plans the charge on the 
unpaid balance is 1% per month. 
This is equivalent to about 12% 
per year. On general personal cre- 
dit loans the discounted rate in 
the New York City area has re- 
cently been increased from 334% 
to 44%. 

On the average balance of the 
loan available, the true interest 
cost might be obtained roughly 
by multiplying the discounted rate 
by two. Thus the actual interest 
rate on the average amount of 
money available to the borrower 
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DIVIDEND NOTICE 


The Board of Directors has de- 
clared a quarterly dividend of 
30¢ per share on the outstand- 
ing Common Stock, payable on 
December 1, 1959, to stockholders 
of record on November 10, 1959. 
The transfer books will not close. 
PAUL C. JAMESON 
October 22, 1959. 
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Correction: Jn our article on 
“Finance Companies,” in 
| the issue of October 10, 
1959, the recent earnings of 
Commercial Credit Co., ap- 
pearing in the table on 
page 85, inadvertedly were 
stated incorrectly because 
of a typographical error. 
The company’s earnings for 
the first 6 months of 1959, 
were actually $2.67 per 
share, moderately above 
the $2.64 per share earned 
in the first half of 1958. 
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CARBIDE 


New York, October 28, 1959— 
the Board of Directors of Union 
Carbide Corporation has today 
declared a Quarterly Dividend of 
ninety cents (90¢) per share on the 
outstanding capital stock of the 
Corporation, payable December 1, 
1959 to stockholders of record 
Nov. 6, 1959. The last Quarterly 
Dividend was ninety cents (90¢) 
per share paid September 1, 1959. 

Payment of this Quarterly Divi- 
dend on December 1 will make a 
total of $3.60 per share paid in 
1959. In 1958, $3.60 per share was 
also paid. 

JOHN F. SHANKLIN 
Secretary and Treasurer 
UNION CARBIDE CORPORATION 





over the life of the loan would be 
over 8%. 

On a typical new car install- 
ment loan (averaging $2,640 
early in 1959) a 36 month con- 
tract at a discounted rate of 44% % 
would add about $336 to the cost, 
bringing it up to $2,976. This is 
perhaps a conservative assump- 
tion since loan rates of the finance 
companies, or of banks in the 
west and south tend to be higher 
than they are in eastern banks. 


In Conclusion 


The subject of consumer credit 
has long represented a major 
topic of thought and discussion 
in any consideration of the coun- 
try’s economic affairs. Changes 
in the nature of this type of cre- 
dit in recent years and the rapid- 
ly increasing volume of consumer 
loans have focussed renewed at- 
tention on the subject. The fol- 
lowing points are made by way 
of summarizing the current con- 
sumer credit situation. 

1. Consumer credit is a vital 
part of our economic system. It 
has grown especially rapidly in 
recent years as our economy has 
expanded and as lower income 
groups have risen on the eco- 
nomic ladder. Consumer credit is 
here to stay and its importance 
may be expected to increase. But 
the answer is a sound type of cre- 
dit, with elimination of usury. 

2. The commercial banks have 
hecome the principal holders of 
consumer debt instruments. The 
more aggressive sales efforts of 
the banks and their emphasis on 
general check credit rather than 
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specific purpose credit, has been 
reflected in the steadily rising 
level of personal loans at a more 
rapid rate than other types of 
consumer credit. This is where 
the danger lies today. 

3. In the past the users of con- 
sumer credit have made a good 
record of repayment, indicating 
that they have exercised restraint 
and have not gone overboard in 
borrowing more than they could 
repay. 

It is to be hoped that this wise 
use of potentially dangerous in- 
strument will continue. The very 
fact of its success in the past, 
however, has led to innovations 
and relaxation of restraints and 
checks which still will have to 
pass the test of time. The area 
of concern relates less to the ques- 
tion of whether the loans will be 
repaid, than to the possibility of 
economic dislocations or set-backs 
if consumers should so mortgage 
ahead their future-buying power 
as to take themselves out of cur- 
rent markets for an extended 
period of time. 

This is a matter of important 
consideration for lending of mo- 
ney, for everyone who has goods 
to sell to the public, and for the 
advertising fraternity, whose 
continuing prosperity will depend 
on sound salesmanship rather 
than the high pressure selling 
that encourages the individual to 
spend way beyond his means. 





Companies Must Make 
Multitudinous Adjustments 
When “Uncle Sam” Is The 

Customer 





(Continued from Page 186) 


line airframe manufacturer such 
as the Martin Co. into the 
atomic field (while it all but 
abandons its traditional aircraft 
functions. ) 

However, these are side-effects 
of the missile scramble, effects 
which will grow in importance 
but should not obscure the over- 
all pattern of more and more 
money for missiles and space act- 
ivities. And a truly fantastic 
“growth” industry this has been! 
In 1947 the total amount of money 
obligated on missiles was $50 
million. The figure for this year 
is close to $7 billion — a total 
that may seem puny in another 


decade. And this does not include 
the funds being spent on military 
astronautics — space ventures —- 
and the mushrooming civilian 
interest in conquest of space. 

The prospects, on the whole, 
may appear favorable for the in- 
vestor interested in participation 
in this phenomenon we now ¢a!! 
the space age. The problem, a; 
always, is where among the majo: 
contractors or the 200,000 or more 
subcontractors the most favor- 
able aspects predominate. 


In Conclusion 


The interests of the investo’ 
seeking a stake in the defense 
pregram, are best served, in ou” 
opinion, by concentrating on the 
highly diversified major compa- 
nies. These organizations have the 
resources that enable them to un. 
dertake the costly research neces- 
sary, and to absorb the costs 0° 
rapid obsolescence and the vari- 
ous risks involved in these con 
tracts. 

For the more speculative mind 
ed, unusual opportunities will be 
found in special situations involv 
ing new revolutionary products 
and technological improvements 
But these must be carefully se 
lected, for. in the main, they may 
be spectacular but not substan 
tially profitable. Whenever strik 
ing developments occur we have 
called attention to them in the 
magazine, as well as to the com- 
panies that will profit therefrom 
and will continue to do so. END 





A Careful Investment Audit Of 
Standard Oil Of New Jersey 





(Continued from page 189) 


Huge Oil and Gas Reserves 

Statistics released in the proxy 
statement of October 7, 1959 by 
Jersey indicate their worldwide 
net proven reserves of 28.7 billion 
barrels of crude oil and natural 
gas liquids and gross proven nat- 
ural gas reserves amounting to 
28.3 trillion cubic feet in the 
United States and Canada. 

Based on the latest production 
data these reserves have a life 
span of 36 years for oil and 59 
years for natural gas. 

With the Eastern Hemisphere 
accounting for 55% of the com- 
pany’s total oil reserves and only 
26% of its production, these oil 
reserves have a life of 78 years, 
compared with only 22 years for 
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cudel Domestic and Venezuelan oil. 


a The interesting thing about the 
‘lian | natural gas reserves is that only 
59% is under contract or is ex- 
|pected to be consumed in refine- 
. 'irv operations and of this total 
tion | ly 16% is under interstate 
call tT gulations. While there is still. 
we uch confusion surrounding the 
ajo:|™ gulation of natural gas produc- 
nore |e! 3 Jersey’s large uncommitted 
vor.| t¢ serves of natural gas provide 
a substantial profit potential over 
tle longer term. Furthermore, 
the already committed gas re- 
sto | Serves may bring in a higher pro- 
nse | fi. yield when the regulatory pat- 
ou} tern has been settled. 


hole, 


the >sefits from Eastern Hemisphere 

the fave Shown the Fastest Growth 
le ‘ . 

un Over the 12 year period from 

ces. 1/46 to 1958 Jersey’s world-wide 

. o' | net income increased 217%. The 


ari-| n.ost rapid growth was in earn- 


on-| ings from the Eastern Hemi- 
sohere, with a 1193% increase, 
nd-' followed by “Other Western 


be | Hemisphere”, which rose 155%, 
ylv-' and, lastly, the United States, 
icts | with a rise of only 117%. 


its.; The higher profits from foreign 
Se-| operations are attributed prim- 
la) | srily to the rapid growth in the 


an- production of low cost crude oil 
"IK" and the rise in oil prices. With 
‘ve such a tremendous supply of for- 
the | eign crude oil available and Unit- 
mM- ed States market restricted by 
on quotas, it now appears unlikely 
ND} that the earlier postwar growth 
__.| patterns will be repeated over 
Of! the next five years. 
ey Conclusion Briefs 
oa & Foreign Refining and Mar- 
ceting Profits Could Increase — 
Jersey’s emphasis on strengthen- 
ing its markets could make its 
XY refining and marketing activities 
by | more profitable in the future if 
de | consideration is given to the dis- 
On counts now available on foreign 
"al! oil. 
it-| pw The New Emphasis on Ag- 
to} gressive Research Is Important — 
he} and could pay off in the form of 
new and higher valued products. 
on & Profits Recovery Likely to be 


> Slow, Nevertheless— 

Because of the many uncer- 
- tainties surrounding the outlook 
© for oil prices, it might be more 
4 logical to conclude that Jersey’s 
3] | earnings over the next few years 


“| will recover only gradually. For 
“| the first nine months of 1959 Jer- 
-r | sey’s net income rose 21%, and 
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for the year as a whole it should 
approximate $3.00 per share, 
compared with $2.62 in 1958, 
$3.96 in 1957 and $4.11 in 1956. 

& Large Cash Earnings and 
Dividends — On the basis of the 
current market price, Jersey com- 
mon is selling at 16.3 times esti- 
mated income for 1959, which 
places it at somewhat of a prem- 
ium over the other international 
oils. The $2.25 dividend rate 
yields 4.6% and is assured, as 
long as it is well covered by cash 
earnings, which are expected to 
be in the neighborhood of $5.00 
per share this year. END 





1959 Third Quarter 
Earnings 





(Continued from page 170) 


Nothing untoward accounts for 
the reversal. As a major defense 
producer, Raytheon is subject to 
the normal hazards of that busi- 
ness such as contract cancella- 
tions, stretchouts and the like. But 
the rate of earnings growth has 
finally reached a point where it 
must slow down, if only because 
results are no longer being com- 
pared with periods of either no 
earnings whatever or very minor 
profits. Raytheon has now grown 
up. It will no longer be the one 
defense producer to be pointed 
out as a tremendous earner. 


B. F. Goodrich is another mode- 
rate disappointment. Earnings in 
this year’s third period were bare- 
ly equal to last year’s despite a 
$20 million increase in sales. But 
of even greater significance is the 
fact that the $1.02 earned was the 
third successive quarterly decline 
in earnings. The year has been a 
good one in terms of total earn- 
ings, but the sliding quarter by 
quarter profits, and the distinct 
slippage in profit margins through 
each successive quarter will bear 
close watching. 


Summary 


Total corporate profits will 
probably dip in the third quarter 
as a result of the steel strike. Ul- 
timately this will affect the gov- 
ernment’s tax take, capital spend- 
ing plans and money market con- 
ditions. Nevetheless, results were 
not nearly as bad as they might 
have been. Consumer spending 

(Continued on page 296) 


STATEMENT REQUIREV BY THE 
ACT OF AUGUST 24, 1912, AS 
AMENDED BY THE ACTS OF 
MARCH 3, 1933, AND JULY 2, 1946 
(Title 39. United States Code, Section 
233) SHOWING THE OWNERSHIP, 
MANAGEMENT AND CIRCULA- 
TION OF 


THe Macazine or Watt Street and Bust- 
Ness ANALYst published Bi-weekly at New 
York 1, N. Y., for October 2, 1959. 

1. The names and addresses of the pub- 
lisher, editor, managing editor, and business 
managers are: 

Publisher—C. G. Wyckoff, 120 Wall Street, 
New York 5, N. , 2 

Editor—C. G. Wyckoff, 120 Wall Street, 
New York % N. . A 

Managing Editor—C. G. Wyckoff, 120 
Wall Street, New York 5, N. Y. 

Business Manager—Mr. Arthur G. Gaines, 
120 Wall Street. New York 5, N. Y. 

2. The owner is: (If owned by a corpora 
tion, its name and address must be stated 
and also immediately thereunder the names 
and addresses of stockholders owning or 
holding 1 percent or more of total amount 
of stock. If not owned by a corporation, 
the names and addresses of the individual 
owners must be given. If owned by a part 
nership or unincorporated firm, its 
name and address, as well as that of each 
individual member, must be given.) 

Ticker Publishing Company, Inc., 120 
Wall Street, New York 5, N. 

C. G. Wvyekoff. Inc. (stoc kholder), 7 West 
10th Street, Wilmington, Del., the stock 
holder of which is C. G.. Wyckoff, 120 Wall 
Street, New York 5, N. Y 

3. The known bondholders, 
and other security holders owning or hold 
of total amount of 


other 


morigagees, 


ing 1 percent or more 
bonds, mortgages, or other securities are 
(If there are none, so state.) 

Cecelia G. Wyckoff, bondholder, 120 Wall 
Street, New York 5, N. Y. 

C. G. Wyckoff. Inc. (bondholder), 7 West 
10th Street, Wilmington, Del., the stock 
holder of which is C. G. Wyckoff, 120 Wall 
Street, New York 5, N. Y. 

1, Paragraphs 2 and 3 include, in cases 
where the stockholder or security holder ap 
pears upon the books of the company as 
trustee or in any other fiduciary relation, 
the name of the person or corporation for 


whom such trustee is acting; also the state 
ments in the two paragraphs show the afh- 
ant’s full knowledge and belief as to the 


circumstances and conditions under which 
stockholders and security holders who do 
not appear upon the books of the company 
as trustees, hold stock and securities in a 
capacity other than that of a bona fide 
owner. 
5. The average number of copies of each 
issue of this publication sold or distributed, 
through the mails or otherwise, to paid sub- 
months preceding the 
date shown above was: (This information is 
required from daily, weekly, semiweekly, 
and triweekly newspapers only.) 
ARTHUR G. GAINES 
Business Manager 
STATE OF NEW YORK | 
COUNTY OF NEW YORK § 
Sworn to and subscribed before me _ this 
22nd day of September, 1959 
(signed) HARRY KURLAN" 

Notary Public, State of New Yor 

Qualified in Queens County 

No. 47-738660 
[seac] Cert. filed in New York County 
(My commission expires March 30, 1960) 


scribers during 12 


(signed ) 
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remained high, business spending 
continued to rise, and the dip in 
industrial production was minor. 

The fact remains, however, that 
we cannot yet fully assess the im- 
pact of the steel strike on busi- 
ness. Statistics lag behind events 
and it may well be that fourth 
quarter results will show far 
more disruptions than were in 
evidence in the third quarter. 
Many businesses kept operating 
throughout the third quarter, 
using up steel inventories. In the 
last quarter they will have to 
stand in line for steel when the 
mills open. Similarly, consumers 
continued to spend in big doses 
through the third quarter, but by 
the middle of October layoffs were 
spreading fast. A quick end to the 
strike will offset trouble. But if it 
drags on, consumer spending is 
bound to slacken, widening the 
impact of the strike in the final 
period of the year. 

In sum, third quarter earnings 
provide inconclusive results and 
do nothing to clarify the uncer- 
tainties that have characterized 
market activity since Labor Day. 

END 





The Hot Competitive Struggle 
For The Smoker’s Dollar 





(Continued from page 191) 


cigarette paper “electronically 
treated to create uniform ventila- 
tion over the surface of the cigar- 
ette via hundreds of microscopic 
openings which take in fresh air 
and allow heat (out not smoke or 
flavor) to escape.” 

There is a “wisp of menthol”, 
and it comes in the soft pack. A 
new Lorillard designed “honey- 
comb” filter composed of a maze- 
like network of sharply crimped 
fibers which provide myriads of 
smoke baffles, is another impor- 
tant feature of Spring. 

Enter Brown & Williamson’s 
Life and Belair. Life boosts a 
new, highly effective filier and 
Belair is filter tipped and lightly 
mentholated. A great effort went 
into the packaging of the brands 
which attempts to express a total 
image — “fresh and clean but 
not antiseptic; cool but not cold 
or crisp; exciting and new but 
not off-beat; modern and smart 
but not extreme; top quality for 
the above average smoker.” 

The only non-mentholated ad- 
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dition among the new crop is 
Liggett & Myers Duke of Dur- 
ham. 

Developed in the modern lab- 
oratories of the Liggett and My- 
ers Research Center in Durham, 
North Carolina, the cigarette, ac- 
cording to the company’s Dr. F. 
R. Darkis, director of research at 
Liggett & Myers, “is dramatic- 
ally different from all other cigar- 
ettes, because its new king-size 
filter cleans the smoke with extra 
length, not extra tightness, result- 
ing in a more satisfying flavor.” 

Mr. Darkis goes on to say that 
the new Duke includes a recessed 
tip, new “Air Cool” paper, and 
a special new Duke of Durham 
tobacco. 

If the pattern holds true, Duke 
will have been accorded a ter- 
rific impetus to its sales potential 
by the recent Readers’ Digest re- 
search results which credit the 
L & M product with the lowest in 
tars and nicotine. 

That pattern was set by Kent 
last year when a similar report 
helped skyrocket that brand to 
fifth in the overall market and to 
second place as a filter seller. Nor 
is there any recession in Loril- 
lard’s Kent according to reliable 
reports. 


“Advertising’s the Thing” 


Noteworthy about the aims and 
claims of the cigarette manu- 
facturers of their new product is 
their similarity. Despite the dif- 
ferent jargon used — a cigarette 
by any other name is still a cigar- 
ette, and the continuous concern 
of the makers is with its size, its 
flavor, its filtration and the paper 
that clothes it... and to get 
across to the consumer the superi- 
ority of their brand on the battle- 
ground of advertising. The twen- 
ty leading brands spent $115,988, 
128, (which amounted, surpris- 
ingly enough, to less than one half 
a cent per sold package) to state 
their case to the cigarette buying 
public. 

P. Lorillard Company was in 
the forefront of the ad parade 
with $11,302,196 for Kent regular 
and king size filter tip cigarettes. 
There was a 24 billion increase in 
the sale of Kent cigarettes over 
the previous year. 

Running second in the advert- 
ising derby was Brown & Will- 
iamson with $8,964,333 for Vice- 
roy regular and king size. There 
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were 22.2 billion Viceroy cigar 
tes sold last year. 

R. J. Reynolds’ Camel was re. 
presented to the tune of $3,779, 
643 in ad expenditures and wad 
the country’s leading seller. 

No company was modest or in-) 
articulate in its claims and it lel 
difficult to watch evening tele. 
vision without seeing an array of| 
cigarette sponsors. 


The Index—Profit 

Yet, despite the velocity, scope, 
clever subtlety and even genius 
of the advertising of individual 
companies, none has been really 
hurt by the other in their -fierce 
intra-mural competition. Rather! 
each manufacturer is garnering 
enough followers to register huge} 
and sometimes record earnings. 

Companies such as R. J. Rey- 
nolds, manufacturer of Winston, 
Salem and Cavalier cigarettes, 
Prince Albert and other brands’ 
of smoking tobacco, showed for 
the first nine months of 1959 the 
highest sales and earnings in its 
history. 

Likewise, American Tobacco 
reached a new all time high with 
substantial gains in the sale of! 
Pall Mall king size and Dual Fil-) 
ter Tareyton. 

In whatever direction one looks 
— Philip Morris, Liggett & My- 
ers, United States Tobacco, 
Brown & Williamson — the in- 
dex is increasing profit. 

In the entire compass of the; 
tobacco industry which includes 
cigar companies such as Consolid- 
ated Cigar, Bayuk, General Cigar, 
DWG; and snuff companies such 
as G. W. Helme and American 
Snuff — the business curve is 
upward; the outlook, optimistic. 

As for the “health” scare, the 
industry from under this negative 
shadow, fought back with im- 
proved brands, new brands, re- 
search and advertising. The filter 
revolution has taken a hold on the 
public. Menthol has secured it. 

Still there are some intangibles 
that circulate quietly within the 
industry — not turbulent, not | 
bothersome, but present never- 
theless. One of them is: which 
brand or brands will finally win 
the greatest following? There is 
no question that at this point, 
with the exciting new cigarettes, 
many people are taste-shopping. 
It is not uncommon to hear the 
smoker tell of leaving his original 
brand, trying others — stay on 
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with one, or possibly return quite 
eagerly to the original. Often the 
original is a non-filter brand. 
However, filter cigarettes account 
for over 50 percent of the current 
market, and are one of the chief 
choices of the new smoker. 

While it is at present a thin 
hypothesis, it is possible that in 
the future, today’s new smoker, 
by then a veteran, might be in- 
terested in the stronger blends of 
the plain tips, particularly with 
cut-down tars and nicotine. 

This possibility is heartily re- 
futed by Chairman Lewis Gruber, 
of P. Lorilliard, who predicts the 
virtual end of the regular size 
cigarette, and “capture of at least 
one-fifth of the total cigarette 
market within two years by men- 
thol brands.” 


Provocative Predictions 


He also states “that the non- 
filter cigarette, though its “rate of 
decline has slowed somewhat” in 
recent months, is “traveling a 
downard path and will continue in 
that direction.” 

The Lorillard chief also feels 
the end of the health scares will 
come through science and re- 
search that will refute them. 

There are strong voices that 
think menthol is not the answer, 
that new flavorings might arise 
with great impact on the smoking 
community and that non-filtered 
cigarettes are far from through. 

A good section of the battle 
for the consumer’s dollar in the 
cigarette industry has shifted to 
the !aboratory. Cigarette manu- 
facturers are spending unpreced- 
ented funds in the quest for the 
“better” and/or “safer” cigarette. 

Recently Philip Morris trans- 
ported scores of newspaper and 
magazine people to Richmond, 
Va., to view their multimillion 
dollar research center, in a beauti- 
ful setting, peopled by top scien- 
tists, equipped with advanced fa- 
cilities and dedicated to improv- 
ing the breed of their brands. 
In essence, all the companies are 
doing the same thing. 

In the intangible cosmos of the 
cigarette industry, a new stage 
is set. The audience is ready and 
willing. The companies are quiv- 
ering in the wings. Each will come 
out and take a bow. But the most 
important thing is, which ones 
will get the most curtain calls? 

END 
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The Drive Toward Bigness 
That Bred Our Multi-Industrial 
Companies 





(Continued from page 183) 


higher costs such inefficient dis- 
tribution would require. The 
small manufacturing plant in 
which the owner could call every 
workman by his first name ¢in- 
bodied personal values that have 
now vanished, but only a highly 
concentrated industry could pro- 
duce our essential weapons in 
time of war or the machines and 
implements which we all demand 
today. In brief, we have big busi- 
ness, not because anyone plotted 
to destroy the small, local enter- 
prises, but because all of us have 
voted for big business by patron- 
izing it. 





For Profit And Income 





(Continued from page 193) 


At 214, or some 16 times earn- 
ings for the 1958-1959 year, the 
stock has above-average merit, 
but is priced in line with the Dow 
industrial average. 
Bank Stocks 

At levels fairly close to this 
year’s best, bank stocks are per- 
forming well. With loans up and 
interest rates the highest in many 
years, earnings will show good 
1959 gains. More dividend boosts 
are likely. While potentials in the 
stocks are moderate, they are in 
increased favor for the reasons 
cited and because more investors 
than in some time are leaning to 
the conservative side in stock se- 
lections. There are many good 
bank stocks. Among the better 
choices is First National City of 
New York, one of the country’s 
major banking institutions. Re- 
cent trends promise 1959 operat- 
ing earnings around $5.70-$5.80 a 
share, against 1958’s $5.02. The 
dividend rate is $3.00, payments 
have risen in each of the past 
five years, and a further late- 
1959 or early-1960 boost seems 
likely. As bank shares go, this 
issue has’ investment’ merit 
around 83, yielding about 3.6% 
on the present dividend rate. 


What To Do? 
Broadly speaking, you pay for 


what you get in the stock market, 


> 
¥ 


as elsewhere. At one end are dy- | 


namic growth stocks priced at 
high multiples of earnings and 
offering very low yields. At the 
other end are cyclical-speculative 
stocks, with below-average price- 
earnings ratios and high yields 
from unreliable dividends. For 
some investors, preferable choices 
are safe income stocks with mo- 


derate-rate growth potentials in 
earnings and dividends. Examples 


are numerous among public utili- 
ties. Some others, among indust- 
rials, are American Chicle, Beat- 
rice Foods, Corn Products, Gen- 
eral Mills, National Dairy Pro- 
ducts, Reynolds Tobacco, Sterling 
Drug and U.S. Shoe. They are 
suitable for conservative long- 
term investment. Of course, there 
is nothing to be said for tempor- 
ary employment of stock-market 
reserve funds in them — or in 
long-term bonds. Keep your re- 
serves liquid, in savings deposits 
or short-term Government obliga- 
tions. END 





The Trend Of Events 





(Continued from page 160) 


Province, where it is building a 
$75,000,000 plant. Bethlehem 
Steel Company has reason to 
worry about its holdings, run- 
ning into thousands of hectares. 
The United States government 
too, possessing mineral claims of 
thousands of hectares made un- 
der an agreement with the Cuban 
government, is offering its 
$100,000,000 plant, built in World 
War II for sale to private indus- 
try. 

The new law, which demands 
a 25% levy on gross receipts on 
concentrates shipped abroad, is 
prohibitive, and 
vestment in Cuba. 


There is no doubt that the situ- 


ation in Cuba will grow very 
much worse before things get bet- 
ter, for certainly the United 
States cannot tolerate this situ- 
ation so close to our shores, nor 
Castro’s evowed purpose to stir 
the various Latin American 
peoples to revolt and undermine 
the relationship of the United 
States with South America at a 
time when we are all seeking soli- 
darity in this hemisphere. 
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Take Care of Your Investments Now 
So They Can Take Care of You Later 


(Important — To Investors With $50,000 or More!) 


Most investors are aiming for financial in- 
dependence . . . whether they hope to arrive 
at their goal in five, ten or twenty years. 


We concur in their confidence that wise 
and timely investment of their capital can 
make this dream a reality ... for despite tem- 
porary readjustments our nation is forging 
ahead in a new era of amazing scientific 
achievement, industrial advancement and in- 
vestment opportunity. 


In 1959 and the coming years, we will 
see marvelous and practical progress in the 
conquest of space, in attainment of plant 
automation, in harnessing of atomic energy 
. .. With a host of new products, materials 
and techniques emerging. 


These new forces will have profound in- 
vestment significance for they will invigorate 
many companies—but often at the expense 
of less able competitors. TO YOU, as an in- 
vestor, this adds up to an increased need for 
continuing investment research and capable 
professional counsel. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire list— 
taking into consideration income, safety, di- 
versification, enhancement probabilities—to- 
day’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous 
Revisions: 


Definite counsel is given on each issue in 
your account... advising retention of those 
most attractive for income and growth .. . 
preventing sale of those now thoroughly liqui- 
dated and likely to improve. We will point out 
unfavorable or overpriced securities and 
make substitute recommendations in com- 
panies with unusually promising 1959 pros- 
pects and longer term profit potentials. 


Close Continuous Supervision of 
All Holdings: 


Thereafter—your securities are held under 
the constant observation of a trained, experi- 
enced Account Executive. Working closely 
with the Directing Board, he takes the initia- 
tive in advising you continuously as to the 
position of your holdings. It is never neces- 
sary for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are 
given, together with counsel as to the prices 
at which to act. Alert counsel by first class 
mail or air mail and by telegraph relieves you 
of any doubt concerning your investments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts 
and original research sometimes offer you 
aid not obtainable elsewhere—to help you to 
save—to make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability under the new tax provi- 
sions. (Our annual fee is allowed as a de- 
duction from your income for Federal In- 
come Tax purposes, considerably reducing 
the net cost to you.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enrollment 
you receive our audit of the progress of your 
account showing just how it has grown in 
value and the amounts of income it has pro- 
duced for you. 








be ull information on Investment Management Service is yours for the asking. Our rates are 
based on the present value of securities and cash to be supervised—so if you will let us know 
the present worth of your account—or send us a list of your holdings for evaluation—we shall 


be glad to quote an exact annual fee . . 
can benefit you. 


. and to answer any questions as to how our counsel 
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As a matter of fact, he never even opens the packs. 
This laboratory representative is collecting samples 

. samples of The American Tobacco Company’s 
five famous brands. They’re sent, untouched, to 
our Research Laboratory in Richmond, Virginia. 

There, the cellophane wraps are carefully slit in 
half and removed from each pack. Then each half 
is separately tested for airtightness on a special 
laboratory device (see inset). 
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He pays for cigarettes he never smokes 


This test is part of a continuous, painstaking 
check on our cigarettes’ freshness. Since factory 
freshness is guarded by the cellophane wrapper on 
each pack, all cellophane is tested before we use it. 
But the final test comes when the wrappers from 
packs actually purchased in stores are tested. 

The freshness test is repeated hundreds of times 
each year. It helps 'make American Tobacco’s 
brands the cigarettes of matchless quality. 
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